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PREFACE. 

For  the  convenience  of  the  Committee,  there  are 
appended  hereto,  various  documents  which  the 
undersigned  believe  will  be  helpful  to  the  Com- 
mittee in  considering  the  McFadden  Bill. 

The  documents  referred  to  are  the  following: 

Exhibit  1:  Report  of  Special  Gold  Committee 

to  Secretary  of  the  Treasury,  dated  February-  11, 
1919.  The  Committee  in  question  was  appointed 
on  iNovember  2,  1918,  by  the  Secretary  of  the 
Treasurv  to  investigate  the  questions  herein  in- 
volved and  included  in  its  membership  the  Di- 
rector of  the  Mint,  a representative  of  the  Bureau 
of  Mines,  a representative  of  the  Federal  Reserve 
Board  and  also  representatives  of  gold  mining 
industries  seeking  the  subsidy.  After  conferring 
with  the  committee  appointed  by  the  American 
Gold  Conference  and  after  a complete  survey  of 
the  conditions  in  the  gold  mining  industry’,  the 
committee  was  unanimous  in  its  opinion  that  no 
steps  should  be  taken  by  the  Government  to  stim- 
ulate the  production  of  gold.  The  committee 
called  attention  to  the  able  report  of  the  Gold 
I'roduction  Committee,  appointed  by  the  Commis- 
sioners of  the  British  Treasury.  In  conclusion  it 
I)ointed  out  the  unanimity  of  opinion  of  those 
who  have  considered  this  question. 

Exhibit  2 : Letter  from  Secretary  of  the  Treas- 
ury to  Hon.  Joseph  W.  Fordney,  Chairman,  Com- 
mittee on  Ways  and  Means,  dated  April  9,  1920. 
In  this  letter,  the  Secretary  of  the  Treasnrv^ 
states  that  the  Treasury  is  very  much  opposed  to 
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this  Bill  niul  that  it  is  further  opposed  to  sub- 
sidies ill  General  aud,  jiartieularly,  op])Osed  to 
subsidizing;  the  <jold  luiuinjj;  industry. 

Kxhibit  3 : Extract  fi  oiii  reiiort  of  ►Secretary 

of  the  Treasury  for  the  fiscal  year  endiufr  June  30, 
1020,  in  'svhicli  the  position  of  the  Treasury  T)e- 
liartinent  in  opposition  to  this  Bill  is  reiterated. 

Exhibit  4 : Meiuoranduin  on  the  McFadden  Bill 
by  Professor  Edwin  K.  xi.  Sclignian,  I’h.l).,  LL.D. 
Professor  Selignmn  is  one  of  the  best  known  econ- 
omists in  this  country  and  is  McYickar  Professor 
of  I’olitical  Economy  at  ("olumbia  University. 
He  was  formerly  President  of  the  ximerican  Eco- 
nomic xVssociation  and  I’resident  of  the  INTitional 
Tax  xVssociation,  and  enjoys  an  international  rep- 
utation. I He  was  expert  Adviser  to  the  Joint 
Legislative  Tax  Commission  in  1919  and  is  author 
of  “Principles  of  Economics”  and  numerous  other 
publications. 

Exhibit  5 : IMemorandum  concerning  the  Mc- 

Fadden Bill  by  Professor  E.  W.  Kemmerer,  Ph.D, 
I'rofessor  Kemmerer  is  Professor  of  Economics 
and  Finance  at  Princeton  University.  He  was 
Financial  xidviser  to  the  United  States  Philippine 
Commission  with  special  reference  to  the  establish- 
ment of  a gold  standard  in  the  Philippine  Islands; 
Chief  of  the  Division  of  Oirrency,  Philippine 
Islands;  Special  Commissioner  of  the  Philippine 
Government  to  Egypt;  Financial  Adviser  to  the 
Governments  of  Mexico  and  Guatemala,  Manag- 
ing Editor  of  the  Economic  Bulletin,  and  is  the 
author  of  numerous  publications  including  “Money 
and  Credit  Instruments  in  their  Kelation  to  Gen- 
eral Prices”;  “Modern  Currency  Reforms,”  etc. 
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Exhibit  G : Report  of  Gold  Committee  of  Amer- 
ican Bankers  Association.  This  was  a Special 
Committee  appointed  by  the  ..\ssociation  to  ex- 
amine into  the  merits  of  the  McFadden  Bill.  The 
Committee  consisted  of  George  M.  Reynolds,  Chair- 
man, president  of  the  Continental  and  Commer- 
cial National  Bank  of  Chicago;  Lawrence  E. 
Sands,  president  of  the  First  National  Bank  of 
IMttsbnrgh,  and  A.  Barton  Hepburn,  Chairman  of 
the  xidvisory  Board  of  the  Chase  National  Bank. 
It  will  be  noted  that  this  is  a Committee  com- 
posed wholly  of  eminent  banker.s,  in  no  way  con- 

• •.  ^ nected  with  the  dental,  jeweliy,  optical  and  other 

ti-ades  Avhich  Avould  be  injuriously  affected  by  the 
Bill.  The  Committee  reported  unanimously  against 
the  Bill,  concluding  Avith  the  statement  that  “it 

\ Avould  aggraA'ate  the  very  conditions  Avhich  it  seeks 

to  remedy.”  We  believe  that  the  report  of  this 
Committee  represents  the  overwhelming  sentiment 
of  the  xHnerican  Bankers  Association,  although  no 
official  action  has  been  taken  by  the  xYssociation 
as  such  on  this  report. 

Exhibit  7:  Opinion  of  Messrs.  Greenbaum, 

AVolff  & Ernst,  attorneys,  as  to  the  constitution- 
ality of  the  McFadden  Bill. 

* * Respectfully  submitted, 

^ I ^ Jeavelers  Vigilance  Committee  Inc., 

Sub-conmiittee  on  Gold. 
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EXHIBIT  1. 

Report  of  Special  Gold  Committee  to  Sec- 
retary of  tlie  Treasury. 

February  11,  1919. 

To  the  Honorable 

The  Secretary  of  the  Treasury. 

Sir: 

On  iS'ovember  2,  1918,  your  predecessor  ap- 
pointed the  undersigned  a committee  to  investi- 
gate present  conditions  in  the  gold  mining  indus- 
try and  to  study  the  problem  carefully  and  thor- 
oughly with  a view  to  definitely  ascertaining  all 
the  difficulties  confronting  gold  production  and 
submitting  suggestions  of  sane  and  sound  methods 
of  relief. 

The  nature  of  the  probhim  submitted  to  the 
Committee  was  well  stated  in  the  letter  of  Secre- 
taiy  McAdoo  to  Delegate  Sulzer  of  Alaska,  under 
date  of  June  10,  1918,  to  which  reference  has  been 
made  in  almost  all  resolutions  or  discussions  of 
the  subject  since  that  time.  That  letter  is  repro- 
duced herewith. 

At  that  time  the  war  was  at  its  height  and 
there  was  every  prospect  of  a prolonged  war.  Con- 
trary to  the  belief  apparently  entertained  in  many 
quarters,  the  structure  of  banking  credit  in  any 
country  during  war  time  does  not  depend  very 
much,  if  at  all,  on  the  amount  of  gold  that  can 
be  made  available  as  a reserve  for  that  structure. 
Undoubtedly  the  rise  in  prices  in  this  country 
since  1914  is  to  a great  extent  due  to  the  heavy 


5 


importations  of  gold  during  1915  and  1916,  but  it 
does  not  follow  that  the  export  of  a correspond- 
ing amount  of  gold  at  the  present  time  would  op- 
erate to  bring  down  prices.  As  a matter  of  fact, 
it  is  the  judgment  of  this  Committee  that  it 
would  not  so  operate  until  we  have  reached  or 
approached  normal  peace  conditions.  In  time 
of  peace  the  gold  reserve  is  undoubtedly  an  im- 
portant factor  in  controlling  the  credit  structure, 
but  in  time  of  war  that  structure  is  determined 
by  other  causes.  This  distinction  is  sometimes 
overlooked  and  much  inaccurate  thinking  is  due  to 
this  oversight.  Under  war  conditions  the  impera- 
tive necessity  of  the  Oovernment  for  the  produl- 
tion  of  war  essentials  determines  Government  ex- 
penditure, and  this  expenditure  cannot  be  modi- 
fied to  meet  the  banking  needs  of  the  country ; on 
the  contrary,  the  banking  policies  of  the  country 
must  conform  to  the  fiscal  policy  of  the  Govern- 
ment. Under  these  circumstances,  the  only  way 
in  which  the  expansion  of  banking  credits  can  be 
checked  is  by  a reduction  of  civil  demands  to  cor- 
respond with  the  expanding  needs  for  Government 
expenditure.  The  credit  saved  through  this  reduc- 
tion of  civil  demands  becomes  available  to  the 
Government  through  the  purchase  of  Government 
securities,  or  through  the  payment  of  taxes.  To 
the  extent  to  which  such  saving  and  resulting  in- 
vestment does  not  take  place  Government  obliga- 
tions must  be  taken  by  the  banks,  giving  rise  to 
credits  to  the  Government  which  create  additional 
purchasing  power  for  the  use  of  the  Government. 
This  additional  purchasing  power,  in  turn,  com- 
petes with  the  demands  of  private  indi\dduals, 
driving  up  prices  against  the  Government  and 
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against  the  civil  consumer  and  ultimately  impairs 
the  individual’s  purchasing  power  to  an  amount 
roughly  equivalent  to  the  impairment  that  might 
better  have  been  brought  about  through  volun- 
tary saving.  The  credit  structure  thus  erected 
depends  inevitably  upon  Government  needs  and 
upon  the  willingness  and  ability  of  the  commun- 
ity to  impose  ujwn  itself  voluntary  restraint  in 
expenditure.  In  other  words,  the  structure  will 
be  high  if  the  community  fails  to  save. 

The  results  in  saving  achieved  in  the  United 
States  were  remarkable,  but  no  program  of  sav- 
ing can  be  instantly  put  into  effect  and  the  ex- 
pansion of  the  credit  structure  that  took  place 
under  these  circumstances  was  inevitable  and 
could  not  have  been  controlled  through  any  re- 
duction in  the  gold  reserve. 

This  being  so  and  a long  war  being  believed  in 
prospect,  it  was  important  to  maintain  a strong 
gold  resen^e  in  order  that  there  might  be  no  im- 
pairment of  confidence  in  the  convertibility  of  our 
currency  and  in  our  ability  ultimately  to  settle 
any  international  indebtedness  in  gold. 

The  cessjition  of  hostilities  has  radically  changed 
this  situation,  and,  with  the  change  in  the  situa- 
tion, any  need  of  particular  effort  to  promote  or 
stimulate  our  gold  production  which  may  have 
existed  has  ceased.  There  is  now  no  danger  of  an 
impairment  of  confidence.  The  dimensions  of  our 
financial  problems  are  becoming  clear  and  we 
know  that  we  can  without  permanent  strain  meet 
any  financial  requirement  tlie  Government  will  be 

L willing  to  assume.  Some  further  expansion  of 

credit  may  result  from  our  expenditures  for  de- 
mobilization and  readjustment,  but  we  can  look 
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forward  to  a comparatively  early  contraction  of 
our  credit  structure  with  the  attending  circum- 
stances of  a free  gold  market  and  a gold  reserve 
that  shall  once  more  perform  its  normal  function 
of  regulating  credit  conditions.  That  movement 
will,  we  believe,  be  both  preceded  and  accompa- 
nied by  lower  commodity  prices. 

Under  these  circumstances,  there  is  in  our  opin- 
ion no  need  for  artificial  stimulation  of  gold  pro- 
duction. hTot  only  has  any  need  therefor  passed, 
but  there  have  come  into  operation  causes  that 
will  in  due  time  restore  all  industry,  including 
the  mining  of  gold,  to  a normal  basis.  Gold  min- 
ing will  then  become  again  normally  profitable 
and  respond  automatically  to  normal  stimuli. 

It  is  therefore  the  judgment  of  this  Committee 
that  no  steps  should  be  taken  by  the  Government 
to  stimulate  or  promote  the  production  of  gold. 

The  representatives  of  the  gold  mining  interests 
very  properly  based  their  suggestions  for  relief  on 
the  public  necessity  for  a larger  production  of 
gold  and  not  on  the  hardships  suffered  by  them  as 
parties  interested  in  an  industry  in  which  the  mar- 
gin of  profit  had  been  turned  into  a loss.  They 

%/ 

recognized  that  such  diminishing  profits  and  such 
losses  were  inevitable  under  the  shifting  condi- 
tions of  war,  and  that  merely  as  producers  they 
had  no  better  claim  to  relief  than  any  other  sec- 
tion of  the  community  suffering  a reduction  of 
profits  or  incurring  losses  under  the  changing  in- 
cidence of  war  conditions. 

In  the  course  of  its  consideration  of  the  subject 
referred  to  it  this  Committee  has  conferred  with 
a Committee  appointed  by  the  American  Gold 
Conference  held  at  Reno  in  August,  1918,  under 
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the  Presidency  of  Governor  Eniniet  D.  Doyle,  of 
ifevada;  It  has  had  the  benefit  of  the  very  com- 
plete survey  of  the  conditions  of  the  gold  mining 
industry  contained  in  the  report  dated  October  30, 
1918,  of  the  'Committee  appointed  by  the  Secre- 
tary of  the  Interior  to  study  the  gold  situation, 
of  which  Hennen  Jennings,  Esq.,  was  Chairman; 
and  of  the  report  dated  November  29,  1918,  of  the 
Gold  Production  Committe<i  appointed  by  the 
Commissioners  of  the  British  Treasury  under  the 
Chairmanship  of  Lord  Inohcape;  they  have  con- 
ferred with  or  secured  the  views  of  Prof.  Irving 

o 

Fisher  and  other  eminent  economists,  besides 
which  they  have  had  referred  to  them  a consid- 
erable volume  of  correspondence  expressing  wide- 
ly varying  views  which  had  been  received  by  the 
Secretary  of  the  Treasury  and  the  Director  of 
the  Mint. 

It  is  interesting  to  note  that  the  British  Treas- 
ury Committee  arrived  at  the  same  conclusion  as 
that  which  we  have  reached. 

We  cannot  refrain  from  expressing  gratification 
at  the  substantial  unanimity  of  opinion  among 
those  whose  position  or  expi^rience  entitled  their 
views  to  respectful  consideration  against  suggest- 
ed measures  of  relief  that  would  have  had  a tend- 
ency to  undermine  or  upset  our  standards  of  value. 

Respectfully  submitted, 

Albert  Strauss, 

Edva^n  F.  Gay, 
Raymond  T.  Baker, 
Emmet  D.  Boyle, 

Pope  Ybatman. 
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EXHIBIT  2. 

Letter  From  the  Secretary  of  the  Treasury. 

April  9,  1920. 

Dear  Mr.  Fordney: 

I received  your  letter  of  April  5th  with  the 
enclosed  copy  of  the  Bill  (H.  R.  13201)  intro- 
duced by  Mr.  McFadden,  “to  provide  for  the  pro- 
tection of  the  monetary  gold  reserve  by  the  main- 
tenance of  the  normal  gold  production  of  the 
United  States  to  satisfy  the  requirements  of  the 
arts  and  trades,  by  imposing  an  excise  upon  all 
gold  used  for  other  than  monetary  purposes,  and 
the  payment  of  a premium  to  the  producers  of 
newly  mined  gold,  and  providing  penalties  for  the 
violation  thereof.’ 

The  Treasury  is  very  much  opposed  to  this 
Bill.  The  Treasury  is  opposed  to  subsidies  in 
general  and  is  particularly  opposed  to  subsidiz- 
ing the  gold  mining  industry.  I believe  that  the 
gold  miners  will  in  the  long  run  benefit  with  the 
rest  of  the  community  from  the  ability  of  this 
country  to  maintain  itself  on  a gold  basis.  In 
connection  with  the  general  subject,  I take  pleas- 
ure in  handing  you  herewith  a copy  of  a report, 
dated  February  11,  1919,  made  by  a committee 
appointed  by  Secretary  McAdoo  to  investigate  the 
problem  of  production  of  gold. 

Very  truly  yours, 

D.  F.  Houston. 

Hon.  Joseph  W.  Fordney, 

Chairman,  Committee  on  Ways  and  Means, 

House  of  Representatives. 

Enclosure. 
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EXHIBIT  3. 

Extract  £rom.  Report  of  the  Secretary  of  the 
Treasury,  Fiscal  Year,  Ending 
June  30,  1920. 

High  production  costs  in  connection  mth  a 
fixed  sale  value  have  continued'  to  influence  un- 
favorably the  mining  and  reduction  of  gold,  as 
evidenced  by  the  continued  <lecrease  of  output  in 
practically  all  parts  of  the  world.  The  United 
States  stock  has  been  affected  in  recent  years, 
however,  much  more  by  withdrawals  for  export 
in  settlement  of  trade  balances  than  by  decreased 
production  of  new  gold.  The  full  report  by  the 
Committee  appointed  by  the  Secretary  of  the 
Treasury  to  investigate  and  consider  the  subject  of 
the  production  of  gold,  rendered  February  11, 
1919,  appears  on  pages  108-110  of  the  annual  re- 
port for  1919.  During  the  past  year  there  has 
been  further  discussion  of  the  problem,  and  a bill, 

H.  R.  13201,  has  been  introduced  in  the  House 
of  Representatives — 

To  provide  for  the  protection  of  the  monetary 
gold  reserve  by  the  mainteuance  of  the  normal 
gold  production  of  the  Unit.jd  .States  to  satisfy 
the  requirements  of  the  arts  and  trades  by  im- 
posing an  excise  upon  all  gold  used  for  other  than 
monetary  purposes,  and  the  payment  of  a pre- 
mium to  the  producers  of  newly  mined  gold,  and 
providing  penalties  for  the  violation  thereof. ' 

The  Treasury  is  opposed  to  this  bill,  believing 
that  the  conclusions  of  the  gold  committee  are 
sound  and  that  it  would  be  improper  to  subsidize 
the  gold  mining  industry.  The  producers  of  gold 


I 


11 

will,  in  the  long  run,  benefit  with  the  rest  of  the 
community  from  the  ability  of  the  country  to 
maintain  itself  on  a gold  basis  and,  as  the  pur- 
chasing power  of  the  dollar  increases,  it  is  to  be 
expected  that  the  production  of  gold  will  become 

more  remunerative,  and  that  the  problem  will 
solve  itself. 

The  consumption  of  gold  in  the  arts  and  indus- 
tries in  the  United  States  materially  increased 
in  the  calendar  year,  1919,  the  amount  of  new 
gold  used,  $£>8,13o,9o1,  being  not  far  below  the 
amount  of  the  domestic  production  of  the  year 
160,333,100. 

EXHIBIT  4. 

Memorandum,  jon  the  McFadden  Bill  by 
Edwin  R.  A.  Seligman,  Ph.D.,  LL.D. 

McVickar  Professor  of  Political  Economy, 
Columbia  University. 

Former  President  of  the  American  Economic 

Association. 

Former  President  of  the  National  Tax 

Association, 

I.  Introduction — ^The  Economic  Background. 

The  purpose  of  the  McFadden  Bill,  H.  R.  13201, 
Sixty-sixth  Congress,  Second  Session,  as  stated  in 
the  title,  is  as  follows: 

To  provide  for  the  protection  of  the  mone- 
tary gold  reserve  by  the  maintenance  of  a 
normal  gold  production  of  the  United  States 
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to  satisfy  the  requirements  of  the  arts  and 
trades,  by  imposing  an  excise  upon  all  gold 
used  for  other  than  monetary  purposes,  and 
the  payment  of  a premium  to  the  producers 
of  newly  mined  gold,  and  providing  penalties 
for  the  violation  thereof. 

The  bill  is  based  upon  two  considerations.  The 
first  is  the  decreased  output  of  gold  in  the  United 
States.  The  pertinent  figures  for  the  last  few 
years  are  as  follows : 


Year  Value 

1915  1101,035,700 

1916  92,500,300 

1917  83,750,700 

1918  68,646,700 

1919  60,333,400 


The  second  point  is  the  increase  in  the  indus- 
trial consumption  of  gold,  that  is,  in  the  gold 
used  in  manufactures  and  in  the  arts.  The  al- 
leged figures  for  that  are  as  follows : 

New  Material  Total 


1915  29,509,507  $37,820,027 

1916  41,120,149  51,061,187 

1917  34,803,445  52,915,641 

1918  32,892,395  52,409,740 

1919  56,135,951  75,490,349 


The  explanation  of  the  above  facts  is  familiar. 
In  each  case  the  change  is  due  in  part  directly 

to  the  war  and  in  part  to  <auses  which  have  been 
accentuated  by  the  war. 
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As  to  the  first  point,  gold  differs  from  other 
commodities  in  that,  so  far  as  it  serves  as  a 
standard  of  value  and  a medium  of  exchange, 
it  is  purchased  by  the  mints  at  a price  which 
is  definitely  fixed  in  each  country  and  which 
is  unaffected  by  variations  in  the  demand  or 
the  supply.  The  cost  of  production  of  gold, 
on  the  other  hand,  is  subject  to  the  same  in- 
fluences as  other  commodities.  The  two  chief 
difficulties  with  which  gold  production  has  had 
recently  to  co}>e  are  the  sc<ircity  and  the  conse- 
quent high  price  of  labor  and  the  similar  scarcity 
and  high  price  of  explosives,  so  far  as  they  are 
used  in  the  mining  of  gold.  Each  of  these  facts 
is  due  directly  to  the  war,  the  primary  demand 
of  all  the  combatants  having  naturally  been  for 
men  and  for  the  munitions  of  war.  The  second 
cause  of  the  increase  of  cost,  however,  has  been 
the  advance  in  the  general  price  level.  The  rise 
in  prices  has  been  piweeding  steadily  since  1896; 
but  it  has  been  greatly  accelerated  since  the  out- 
break of  the  war  in  1914.  Since  all  prices  are 
measured  in  terms  of  gold,  the  rise  of  prices  in 
general  means  that  values  of  commodities  have 
increased  in  terms  of  gold,  or,  what  is  the  same 
thing,  that  the  value  of  gold  has  fallen  in  terms 
of  commodities.  Inasmuch  as  the  producers  hav’e 
been  compelled  to  pay  more  for  all  the  commodi- 
ties which  are  directly  or  indirectly  utilized  in 
the  production  of  gold,  it  follows  that  the  costs 
of  production  have  been  steadily  mounting. 

The  explanation  of  the  increased  industrial  use 
of  gold  is  substantially  similar.  One  of  the  causes 
is  to  be  found  in  the  war  itself.  It  is  a familiar 
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fact  that  all  over  the  world  the  war  has  been  at- 
tended by  a stupendous  extravagance  which  has 
manifested  itself  partly  in  all  forms  of  luxurious 
expenditure  including  that  of  jewelry  and  gold 
plate.  This  extravagance  is  due,  in  part,  to  the 
profits  made  on  the  unheard-of  scale  in  the  pres- 
ent w'ar;  for  the  billions  of  dollars  that  were 
spent  by  governments  necessarily  w'ent,  in  large 
part,  to  the  individual  ]>roviders  of  war  material 
whose  gains,  notwithstanding  the  excess-profits 
taxes,  reached  enormous  figures.  A secondary 
cause  of  this  great  extravagance  is  to  be  found  in 
the  psychological  reaction  from  the  horrors  and 
the  nervous  tension  of  war  which  manifested 
Itself  in  the  most  remarkable  way  in  every  coun- 
try. While  these  were  the  direct  results  of  the 
war,  the  increased  industrial  consumption  of  gold 
was  due  indirectly  to  the  war  as  a consequence 
of  the  increase  of  the  general  price  level.  For  as 
gold  has  a fixed  price,  the  increase  of  the  general 
price  level,  carrjdng  with  it  a rise  in  wa^es 
profits,  and  most  individual  incomes,  rendered 
gold  relatively  cheap  and  made  it  easier  for  in- 
tending purchasers  to  buy  gold  jewelry  or  orna- 
ments. The  same  argumtmt  would  also  apply  to 
the  consumption  of  gold  in  industry. 

The  above  facts  have  bid  the  promoters  of  the 
McFadden  bill  to  a seemingly  reasonable  conclu- 
sion. Since  the  increased  cost  of  gold  produc- 
tion has  meant  a decrease  in  the  output,  and  since 
the  industrial  consumption  of  gold  is  for  the 
reasons  mentioned  gradually  rising,  it  is  claimed 
that  the  gold  reserve  of  the  country  is  threatened 
being  endangered  at  both  ends,  through  a diminu’ 
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tion  of  the  supply  and  through  an  increase  in  the 

I drain. 

j While  the  proponents  of  the  bill  are  thus  so- 

licitous about  the  maintenance  of  the  gold  reserve, 
it  may  be  questioned  whether  the  real  drivina 
force  behind  the  movement  is  primarily  of  this 
public-spirited  character.  We  cannot  blind  our 
eyes  to  the  natural  desire  on  the  part  of  gold 
producers  to  increase  their  profits  or,  perhaps 
more  accurately,  to  diminish  their  losses.  For, 
as  with  a fixed  price  for  the  output  the  cost  of 
production  mounts,  it  is  evident  that  profits  fall 

, and  that  as  the  process  continues  not  a few  of 

the  low-grade  mines  may  be  compelled  to  suspend 
operations. 

Whatever  be  the  motive  behind  the  bill,  how- 
ever, the  remedies  suggested  are  not  open  to 
doubt.  If  the  gold  resenre  is  actually  menaced, 
then  clearly  the  danger  can  be  averted  by  increas- 
ing the  output  of  gold  and  by  diminishing  the 
drain  through  industrial  consumption.  What 
more  natural,  then,  than  to  demand  a tax  upon 
industrial  consumption,  w'hich  will  lessen  the 
drain,  and  a subsidy  to  the  producers  which  will 
enlarge  the  supply?  Whatever  may  be  the  effects 
of  the  tax  upon  industrial  consumption,  it  is  be- 
yond  all  question  that  the  subsidy  to  the  producers 
will  be  tantamount  to  an  increase  of  profits.  The 
^ arguments  as  to  the  gold  reserve  and  as  to  the 

alleged  reinvigo ration  of  trade  and  industry  due 
to  a larger  gold  supply  are  at  least  susceptible 
of  discussion;  the  argument  as  to  the  increased 
profits  of  the  gold  producers  as  a result  of  the 
subsidy  is  assuredly  not  open  to  question.  Is^o 
one  will  begrudge  to  the  producers  of  gold,  or 
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the  producers  of  anything  else,  increased  profits 
wliich  are  due  to  the  ordinary  causes  that  operate 
in  business  life,  or  which  are  the  incidental  result 
of  well-considered  public  policy.  The  problem 
before  us,  however,  is  whethcir  the  public  policy 
embodied  in  this  bill  is  a sound  policy.  Are 
the  arguments  for  the  tax,  the  subsidy,  and  the 
gold  reserve  true  or  specious?  Are  the  increased 
profits  of  the  gold  producers  ihe  incidental  or  the 
primary  consideration?  And  what  will  be  the 
actual  results  of  the  measures  contemplated? 

II.  The  Tax  on  Gold  Consumed  in  the  Arts. 

The  McFadden  bill  imposes  an  excise  upon  all 
gold  used  for  other  than  monetary  purposes,  that 
is,  on  all  gold  used  in  manufacture  or  in  the  aits. 
As  to  this,  three  criticisms  are  to  be  urged.  The 
analysis  of  the  proponents  of  the  measure  is  de- 
fective, first  because  the  influence  of  the  non- 
monetary use  of  gold  on  the  gold  reserve  is  neg- 
ligible; second,  because  there  is  no  such  connec-- 
tion  between  the  gold  resen^e  and  the  industrial 
consumption  of  gold  as  is  pindicated;  and  third, 
because  the  remedy  advocated  is  not  only  unnec- 
essary but  demonstrably  injurious. 

In  the  first  place,  the  connection  between  the 
industrial  consumption  of  gold  and  the  gold  re- 
serve is  negligible.  It  is  claimed  that  inasmuch 
as  the  production  of  gold  in  the  United  States 
in  the  last  year  fell  to  about  58  millions,  it  was 
necessary  to  draw  upon  the  gold  reserve  to  the 
extent  of  about  22  million  dollars.  The  exact  fig- 
ures, however,  are  slightly  difi’erent.  The  output 
in  1919  was  00  millions,  the  industrial  consump- 
tion 75  millions,  making  a deficit  of  only  15  mil- 
lions and  not  22  millions.  Morimver,  the  industrial 
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consumption  derived  from  new  gold  amounted  to 
only  50  millions,  or  actually  less  than  the  domestic 
production.  But  even  taking  the  figures  as  claimed, 
they  must  be  compared  with  the  total  stock  of 
gold  which  at  the  close  of  1919  stood  at  ^2,787,- 
714,306,  and  with  the  gold  coin  and  bullion  in  the 
hands  of  the  Government  which  stood  at  ^,200,- 
517.89.  It  is  obvious  that  an  alleged  drain 
which  amounts  to  less  than  1%  cannot  be  con- 
sidered of  any  importance.  When  we  are  dealing 
with  a reserve  that  runs  into  the  billions  of  dol- 
lars a loss  of  a few  tens  of  millions  is  of  no  con- 
seqnence  at  all. 

More  imixu'tant,  however,  is  the  second  consid- 
eration. Is  there  any  such  connection  between 
the  American  output  of  gold  and  the  American 
industrial  consumption,  on  the  one  hand,  and  the 
gold  reserve,  on  the  other,  as  is  asserted  by  the 
proponents  of  the  bill?  The  answer  is  clearly  in 
the  negative.  The  one  is  a national  matter;  the 
other  is  an  international  matter:  it  is  illegiti- 
mate to  confuse  the  two.  What  is  of  consequence 
is  not  the  national  production  of  gold,  but  the 
world  production  of  gold;  not  the  national  con- 
sumption for  industrial  purposes,  but  the  world 
consumption  for  industrial  purposes.  The  gold 
reserve  depends  not  upon  national  but  upon  inter- 
national influences:  it  is  successively  alimented 
and  depleted  primarily  by  the  imports  and  ex- 
ports of  gold;  and  these  exports  and  imixirts  de- 
pend upon  the  general  considerations  of  interna- 
tional trade.  The  merest  tyro  in  economics  knows 
that  we  have  often  had  an  excess  of  gold  imports 
synchronously  with  an  increase  of  domestic  gold 
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production;  and,  conversely,  that  an  increase  of 
gold  exports  has  frequently  attended  a decrease 
of  domestic  gold  production.  The  prodigious 
changes  that  have  occurred  in  the  stock  of  gold 
since  the  outbreak  of  the  war,  such  as  the  increase 
from  1,872  million  dollars  in  1914  to  3,018  million 
in  1917  and  the  ensuing  decrease  to  2,707,8G{),274 
in  1920,  all  but  a few  hundi-ed  millions  of  which 
was  in  the  hands  of  the  government,  have  been 
due  to  fundamental  causes  which  are  familiar  to 
all  bankers  and  economists,  but  with  which  the 
changes  in  the  domestic  gold  production  have  had 
virtually  nothing  to  do.  To  attempt  to  make  an  % 

essentially  international  phenomenon  depend  upon 
purely  national  considerations  involves  a gross 
misapprehension  of  the  subject. 

In  the  third  place,  even  if  the  alleged  connec- 
tion between  domestic  gold  production  and  do- 
mestic industrial  consumption  on  the  one  hand 
and  the  gold  reserve  on  the  other  were  true,  the 
suggested  remedy  of  a tax  on  industrial  consump- 
tion is  undesirable  because  it  is  both  unnecessary 
and  injurious. 

The  remedy  is  unnecessary  because  the  situa- 
tion, if  it  did  exist,  would  soon  cure  itself.  As 
prices  rise,  that  is,  as  gold  becomes  relatively 
cheap  in  comparison  with  commodities,  there  is 
always  a tendency  for  more  gold  to  be  used  in 
manufactures  and  the  arts.  To  the  extent  that 
more  is  used  in  the  arts,  less  will  naturally  be 
used  for  monetary  purposes.  This  diminution  in 
the  relative  increase  of  the  money  supply  will 
inevitably  engender  a tendency  to  arrest  the  rise 
of  prices  in  general  so  far  as  this  rise  depends 
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on  the  increase  of  gold  coin  and  the  structure  of 
credit  which  is  erected  thereon.  Were  the  in- 
crease of  the  industrial  consumption  to  be  so  pro- 
nounced as  actually  to  diminish  the  gold  reserve 
of  the  world,  the  general  level  of  prices  would, 
in  that  event,  tend  to  fall.  But  as  prices  fall 
the  reverse  set  of  influences  would  be  set  into 
operation,  and  as  gold  would  become  relatively 
dearer  there  would  be  a tendency  for  less  to  be 
used  in  manufactures  and  the  arts.  Thus  the 

equilibrium  would  again  be  brought  about  auto- 
matically. 

In  other  words,  to  the  extent  that  the  alleged 
connection  between  domestic  industrial  consump- 
tion and  the  national  gold  reserve  has  any  ele- 
ment of  truth— an  element,  which,  as  we  have 
seen,  exists  only  by  appljdng  to  the  national  sit- 
uation what  is  essentially  valid  only  from  the 
international  point  of  view— the  situation  will 
cure  itself  without  any  artificial  interference.  A 
tax  of  the  kind  contemplated  would,  at  best,  only 
hasten  a process  which  will  come  about  automat- 
ically. Even  if  there  were  no  positive  objections 
to  the  proposition,  it  would  thus  be  entirely  need- 
less. To  attempt  to  accomplish  by  law  what  would 
of  itself  be  achieved  by  natural  causes  is  a fool- 
ish, because  useless,  procedure. 

The  remedy,  however,  would  be  not  only  unnec- 
essary but  positively  mischievous.  Regarded  as  a 
fiscal  measure  pure  and  simple  the  proposal  is 
open  to  several  objections.  In  the  first  place  the 
primary  object  of  taxation  is  to  raise  revenue  ■ 
in  this  case  the  revenue  is  not  needed,  or  at  all 
events  is  not  to  be  applied  to  defraying  the  ordi- 
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nary  expenditures.  So  true  is  this  that  the  propo- 
sition is  actually  made  to  devote  the  revenue  de- 
rived from  one  industi*y  to  the  support  of  another 
industiy — a rather  novel  pi'oposition  in  public 
finance.  Secondly,  if  the  tax  on  industrial  consump- 
tion will  have  the  result  claimed  of  diminishing 
consumption,  it  will  injuriously  affect  many  forms 
of  enterprise  which  are  perhaps  just  as  deserving 
of  goverimient  support  as  gold  mining.  To  select 
only  one  or  two  instances,  the  tax  would  have  a 
serious  effect  upon  the  dental  profession  and  the 
practice  of  dentistry.  Again,  the  tax  would  ad- 
■\ersely  affect  the  jewelry  business  and  the  dealers 
in  gold  plate. 

It  might  be  claimed,  indee<l,  that  this  aspect  of 
the  problem  is  unimportant  because  here,  at  least, 
the  tax  would  serve  as  a luxury  tax  and  operate 
to  restrict  consumption.  This  argument  might 
be  sound  if  three  conditions  were  met:  first,  that 
it  would  operate  only  as  a luxury  tax;  second, 
that  it  was  recognized  as  desirable  to  restrict 
the  consumption  of  luxuries;  and  third,  that  the 
tax  was  not  limited  to  one  particular  kind  of 
luxury.  None  of  these  conditions,  however,  is 
met  by  the  proposed  tax.  I’ar  from  being  a tax 
on  luxuries,  it  would  also  be  a tax  on  necessaries 
or  at  least  on  the  conveniences  and  comforts  of 
life.  Far  from  its  being  a generally  accepted 
public  policy  that  the  consumption  of  luxuries 
must  be  curtailed  in  peace  times,  there  is  a well- 
founded  and  legitimate  diffr^rence  of  opinion  on 
the  subject.  Finally,  even  if  it  were  desirable  to 
select  one  particular  kind  of  luxury,  there  are 
assuredly  other  classes  of  luxurious  expenditui'es 
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which  are  far  more  proper  subjects  of  restrictive 
legislation  than  the  use  of  gold  in  the  arts. 

Above  all,  the  proposed  tax  sins  against  the 
familiar  principles  of  uniformity  and  equality  of 
taxation.  This,  apart  from  any  possible  injuri- 
ous consequenees,  would  alone  suffice  to  condemn 
the  measure.  The  very  corner-stone  of  justice 
in  taxation  is  equality;  to  select  one  industry  in 
a class  while  exempting  all  the  others,  is  a trav- 
esty of  justice.  If  the  tax  can  be  defended  at  all, 
it  must  be  defended  as  a luxury  tax.  To  pick 
out  one  form  of  luxury  and  to  exempt  all  the 
others  is  clearly  an  infraction  of  the  rule  of 
equality.  Thus  the  French  tax  on  the  industrial 
consumption  of  gold  is  simply  a part  of  an  entire 
edifice  of  taxes  on  luxurious  consumption.  As 
such,  there  might  possibly  be  something  to  be  said 
for  it  as  a purely  fiscal  measure  if,  as  in  France, 
the  revenue  were  grievously  needed  and  the  pro- 
ceeds were  devoted  to  general  governmental  pur- 
poses. In  the  United  States,  however,  both  of 
these  conditions  are  absent;  the  revenue  is  not 
needed,  and  the  proceeds  are  not  to  be  devoted 
to  general  governmental  purposes. 

From  every  point  of  view,  therefore,  it  would 
seem  that  the  proposed  tax  is  indefensible.  It  is 
based  upon  an  erroneous  analysis;  it  is  unneces- 
sary; it  would  be  injurious  in  its  operations;  and 
it  would  sin  against  the  cardinal  principles  of 
taxation. 


III.  The  Premium  on  Gold  Production. 

We  come  now  to  the  other  proposal  of  the 
McFadden  bill.  This  really  occupies  the  center 
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of  the  stage.  For  it  is  obvious  that  the  sugges- 
tion of  a tax  on  industrial  consumption  is  ad- 
vanced primarily  to  support  the  arguments  for  a 
premium  on  gold,  and  to  w(‘aken  the  objection 
that  would  otherwise  be  raised  as  to  the  impolicy 
of  having  the  general  treasury  confer  special  fa- 
vors on  a particular  industry. 

In  considering  this  proposal  it  must  be  clearly 
understood  that  what  we  have  to  deal  with  is  a 
subsidy.  However  carefully  the  words  may  be 
chosen  or  the  unpleasant  connotations  of  the  term 
masked  by  the  use  of  the  word  premium,  it  is  none 
the  less  true  that  what  is  contemplated  is  a sub- 
sidy, pure  and  simple. 

We  do  not  indeed  desire  to  maintain  that  all 
subsidies  are  necessarily  illegitimate.  Subsidies 
have  been  used  in  the  past  and  are  found  to  a 
limited  extent  among  civilized  nations  even  at 
present.  But  it  is  a well-acknowledged  fiscal 
principle  that  subsidies  must  always  be  most  care- 
fully scrutinized  before  being  allowed.  There 
are  two  points  in  regard  to  which  there  is  in 
modern  times  well-nigh  complete  agreement.  The 
one  is  to  the  effect  that  the  subsidy  should  really 
operate  to  achieve  its  end  ami  should  not  be  at- 


tended with  the  danger  that  it  would  keep  alive 
and  perpetuate  wasteful  and  inefficient  methods 
of  production.  For  in  that  way  we  should  stand 
to  lose  on  the  one  hand  what  we  might  gain  on 
the  other.  The  second  consideration  is  that  the 
purpose  to  be  accomplished  should  be  essentially 
a public  purpose  and  that  the  interest  of  the 
community  as  a whole  in  the  particular  venture 
should  be  so  overwhelming  and  so  pronounced  as 
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to  overcome  the  reluctance  to  aid  particular  en- 
terprise. 

Does  the  proposed  measure  meet  either  of  these 
objections? 

As  regards  the  first  point,  it  may  be  sufficient 
to  quote  the  well-considered  conclusions  of  the 
Report  of  the  Gold  Production  'Committee  which 
was  appointed  by  the  British  Parliament  at  the 
close  of  1918  to  consider  an  essentially  analogous 
proposal  emanating  from  the  'South  African  gold 
mines.  The  Committee  states  that:  “It  is  un- 

able to  see  any  justification  for  a grant  from  pub- 
lic funds,  and  is  of  opinion  that  subsidies  would 
constitute  a bad  precedent.  The  government  would 
have  to  satisfy  itself  that  its  subsidy  was  econom- 
ically used  and  not  wasted  in  careless  working 
or  unnecessary  costs;  and  no  supervision  could 
adequately  ensure  this,  short  of  complete  control 
by  the  state.’’ 

Would  the  advocates  of  the  McFadden  bill  be 
eager  to  have  the  government  of  the  United  States 
either  take  over,  or  virtually  control,  the  operation 
of  their  mines?  Yet  unless  this  were  done,  the 
danger  adverted  to  above  would  be  veiy  real.  The 
subsidy  paid  by  the  government  would  inevitably 
operate  as  a premium  on  slothfulness  and  ineffi- 
ciency, and  serve  to  keep  alive  and  perpetuate  the 
badly  managed  mines. 

Of  greater  importance,  however,  is  the  other 
consideration.  Are  we  in  the  presence  here  of  an 
overwhelming  public  interest?  In  past  times  both 
the  federal  and  the  state  governments  have  grant- 
ed subsidies  to  the  railroads,  on  the  ground  that 
they  were  indispensable  to  the  development  of 
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the  country.  We  have  even  had  a period  of  sub- 
sidies to  shipping.  When  the  development  of  the 
merchant  marine,  however,  was  no  longer  deemed 
a paramount  public  interest,  the  subsidies  were 
abolished.  It  is  uncertain,  even  at  the  present 
time,  whether  the  arguments  in  behalf  of  the  de- 
sirability or  the  necessity  oi  a regenerated  mer- 
chant marine  wall  suffice  to  overcome  the  invet- 
erate prejudice  of  the  Amei'ican  people  against 
governmental  aid  to  particular  industries.  But 
whatever  may  be  true  of  subsidies  of  this  kind, 
it  may  well  be  questioned  w^hether  there  is  any 
such  overwhelming  public  interest  in  the  develop- 
ment of  gold  mining  as  to  justify  this  particular 
subsidy. 

There  are  only  two  arguments  on  which  the  ex- 
istence of  such  a paramount  public  interest  can 
be  predicated.  The  one  is  that  the  industiy  is  in 
itself  so  imiwrtant  that  the  public  is  vitally  in- 
terested. The  other  is  that  inasmuch  as  the  gold 
mines  supply  us  with  the  bullion,  w^hich  is  the 
basis  of  our  gold  standard,  it  must  be  regarded 
primarily  as  a public  rather  than  a private  in- 
dustry. 

With  reference  to  the  first  argument,  it  would 
not  be  easy  to  prove  any  greater  public  concern 
for  the  production  of  gold  than  for  the  produc- 
tion of  other  staples  like  cop]x^r  or  iron.  All  are, 
in  a certain  sense,  essential  to  our  welfare;  it 
would  not  be  easy  to  select  any  one  industry  as 
of  predominating  importance.  Here  again,  we  can 
quote  with  advantage  from  the  Report  of  the 
British  Committee,  which  carefully  considered 
this  aspect  of  the  problem.  The  Committee  says : 
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“It  would  be  most  difficult  to  justify  the  pay- 
ment of  such  a subsidy  to  some  mines  and  not 
to  others  which  might  l)e  considered  to  be  equally 
desendng  of  assistance  by  the  companies  owming 
them,  or  by  the  communities  interested  in  their 
being  kept  open,  and  the  government  would  be 
faced  with  the  demand  to  w’hich  no  limit  can  be 
foreseen,  not  only  for  mining  on  the  Band;  but 
also  from  other  industries  and  communities.” 

There  is  no  doubt  that  the  enactment  of  the 
McFadden  bill  wmuld  operate  as  an  entering 
wedge  for  demands  from  all  manner  of  other  forms 
of  business.  Gold-mining  has  indeed  suffered  from 
the  war,  but  so  has  copper;  stockholders  in  gold 
mines  have  undoubtedly  lost  a part  of  their  capi- 
tal through  depreciation;  but  so  have  the  owners 
of  industrial  stocks.  The  phenomenal  rise  of  prices 
due  to  the  war  has,  like  all  changes  in  the  general 
price  level,  benefited  some  classes,  and  injured 
others.  WTiile  the  industries  that  have  received 
enormous  profits  have  been  compelled  to  give  up 
a not  inconsiderable  share  to  the  government  in 
the  shape  of  income  and  excess-profits  taxes,  it 
would  be  a novel  proposition  to  ask  the  govern- 
ment to  reimburse  part  of  the  losses  to  those  in- 
dustries and  classes  that  have  suffered  from  the 
price  revolution.  Whatever  communities  of  the 
future  may  decide  to  do  in  order  to  attenuate  the 
injuries  caused  by  such  alterations  in  the  price 
level,  it  will  assuredly  never  be  legitimate  to  se- 
lect some  particular  industry  and  to  reimburse  its 
losses,  while  leaving  the  others  to  look  after  them- 
selves. 

If,  then,  there  is  any  justification  for  the  pro- 
posed subsidy,  it  must  rest  on  the  proiwsition 
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ij  that  it  is  necessary  to  maintain  our  gold  standard. 

^ This,  however,  it  would  be  difficult  to  prove,  for 

the  maintenance  of  the  g^ld  standard  has  not  the 
slightest  connection  with  the  gold  production  in 
i'  any  particular  country.  Moreover,  in  so  far  as 

the  world  output  of  gold  is  concerned,  the  connec- 
tion is  precisely  the  reverse  of  that  which  is  as- 
serted by  the  proponents  of  the  bill.  Any  sudden 
k and  great  increase  in  the  supply  of  a precious  met- 

al renders  it  not  more  fit,  but  less  tit,  to  act  as 
the  monetary  standard.  Co])per,  which  was  at 
one  time  the  universal  monetary  standard,  lost 
its  availability  when  its  cost  of  production  so 
diminished  and  its  supply  so  increased  as  seriously 
to  impair  its  relative  value.  The  same  was  true 
in  succeeding  centuries  of  bronze.  In  our  own 
day,  silver  has  been  demomdized  primarily  be- 
cause of  its  relative  plenty,  not  its  relative  scarci- 
ty. Any  artificial  inducements  to  increase  the 
quantity  of  gold  will  pro  tanto  endanger  its  use 
as  a standard.  It  is  a familiar  fact  that  during 
the  early  years  of  the  war  some  of  the  Scandi- 
navian countries  were  compelled  to  protect  them- 
selves against  this  very  danger  by  keeping  out 
of  their  countries  the  in-fiowiiig  rush  of  the  yellow 
metal. 

The  essential  characteristic  of  the  gold  standard 
is  its  stability.  Like  all  standards  that  are  com- 
posed of  commodities,  it  has  only  a relative,  not 
an  absolute,  stability.  The  very  first  requisite  of 
a sound  standard  is  that  there  must  be  no  inter- 
ference with  the  supply.  The  chief  characteristic 
of  modem  times,  in  comparison  with  the  Middle 
Ages,  is  that  the  world  has  learned  the  futility  of 
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tampering  with  the  standard  through  attempted 
' alterations  of  the  supply. 

Moreover,  it  must  be  remembered  that  in  the 
gold  standard  there  is  an  automatic  regulator 
at  work.  The  rise  of  prices  through  which  we 
have  been  passing  during  the  past  few  years,  is 
primarily  due  to  the  abnormal  conditions  of  the 
war.  The  causes  have  been  made  so  familiar  to 
every  one  as  to  need  no  explanation  here.  But 
apart  from  these  abnormal  Avar  conditions,  AV'hich 
will  gradually  disappear  as  we  recede  from  the 
war  period,  changes  in  the  general  price  level 
constitute  a normal  occurrence  of  economic  life. 
For  short  periods,  changes  in  prices  are  due  largely 
to  oscillations  in  credit  conditions ; for  long  peri- 
ods they  are  due  primarily  to  relative  alterations 
in  the  supply  of  gold.  But  in  the  one  case,  as  in 
the  other,  there  is  always  an  automatic  regulator 
at  work.  In  proportion  as  prices  rise,  gold-mining 
becomes  unprofitable  and  there  is  a relative  falling 
off  in  the  production  of  gold,  men  this  diminu- 
tion in  the  supply  exceeds  a certain  point,  prices 
begin  to  fall;  and  as  prices  recede,  gold  mining 
becomes  more  profitable,  with  a consequent  in- 
crease in  the  supply  of  gold.  There  is  thus  an 
automatic  regulator  always  at  work.  As  prices, 

, , instance,  rose  throughout  the  world  from  1790 

to  p20,  the  production  of  gold  in  the  decade  cen- 
tering  about  1810  decreased  from  a yearly  average 
of  11,  to  a yearly  average  of  7 millions  of  dollare. 
When  prices  fell  from  1830  to  1850,  the  annual 
average  output  of  gold,  centering  about  1840,  rose 
from  14  to  86  millions.  After  the  discoA^ery  of 
gold  in  California  and  the  rise  in  prices  from 
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1850  to  1873,  the  annual  production  of  gold  for 
a five-year  period  centering  about  1870,  fell  from 
130  to  115  millions.  Finally,  from  1873  to  1895, 
which  marked  the  great  fall  of  prices,  the  annual 
i production  of  gold  for  the  five-year  period  center- 

ing around  1890,  increase<l  from  113  to  162  mil- 
lions. In  other  words,  toward  the  end  of  every 
period  of  rising  prices,  the  gold  output  diminishes ; 

I and  at  the  end  of  every  period  of  falling  prices, 

' the  gold  output  increases.  There  is  therefore  al- 

ways a natural  automatic  regulator  at  work.  The 
same  force  is  operative  at  present.  There  is  con- 
sequently no  need  for  anj  artificial  interference. 
On  the  contrary,  the  sole  results  of  artificial  in- 
terference will  be,  as  we  shall  see,  to  make  mat- 
ters worse,  instead  of  bettc^r. 

It  may,  therefore,  be  a<-cepted  as  a valid  con- 
clusion that  there  is  no  such  public  interest  in 
the  question  of  gold  production  in  any  particular 
country  as  to  warrant  special  favors  being  shown 
to  gold  mining  by  government.  So  far  as  it  is  a 
matter  of  public  interest  at  all,  natural  causes 
will  operate  to  take  care  of  it. 

IV.  The  Effects  of  a Subsidy  to  Gold. 

Up  to  this  point,  we  have  been  considering  the 
arguments  of  a general  character  which  lead  to 
the  conclusion  that  the  gold  mining  industry  has 
no  claim  for  special  favors  of  the  hands  of  gov- 
ernment. There  remain,  however,  several  consid- 
erations as  to  the  inefflimcy  and  the  positively 
injurious  consequences  which  would  follow  such 
a subsidy. 
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In  the  first  place,  the  remedy  will  be  unavailing. 
The  proponents  of  the  bill  demand  a subsidy  in 
order  to  enable  them  to  meet  the  rising  costs  of 
production.  But  if  more  gold  is  produced  the 
general  price  level  will  be  increased  still  more; 
and  the  costs  of  production  will  correspondingly 
augment.  Thus  every  addition  to  the  subsidy 
will  directly  increase  the  cost  of  production;  and 
what  will  be  gained  on  the  one  hand  will  be  lost 
on  the  other.  The  final  result  will  be  that  gold 
mining  will  be  no  more  profitable  than  before.  To 
maintain  even  temporarily  augmented  profits  it 
will  be  necessary  continually  to  increase  the  sub- 
sidy. And  as  the  subsidy  increases  general  prices 
and  costs  of  gold  production  will  correspondingly 
increase.  We  have  thus  a vicious  circle.  The 
suggested  remedy  will  be  utterly  unavailaing. 

But  not  only  will  the  subsidy  be  useless,  it  will 
be  positively  injurious. 

The  first  point  here  is  the  influence  of  the  sub- 
sidy on  the  gold  reserve.  As  we  have  shown  above, 
this  relation  has  been  misapprehended  by  the  ad- 
vocates of  the  subsidy.  Even  on  the  assumption, 
however,  that  they  are  correct  in  their  analysis 
of  the  relation,  the  consequences  would  be  bad 
and  not  good. 

Too  large  a reserv’e  is  perhaps  worse  than  too 
small  a reserve.  For  inasmuch  as  the  reserve  acts 
as  a basis  for  the  supply  of  credit,  it  contributes 
directly  to  the  maintenance  of  a high  price  level. 
It  must  be  remembered  that  under  the  Federal 
Beserve  system,  a much  smaller  gold  reserve  is 
needed  to  maintain  the  ordinary  structure  of 
credit.  Under  our  former  National  Bank  system 
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j the  banks  in  the  resen^e  and  central  reserve  cities 

were  compelled  to  keep  a gold  reserve  of  25%, 
and  those  in  other  cities  15%.  Under  the  Federal 
Beserve  system,  the  limit  of  reserve  has  been  re- 
duced respectively  to  7%  and  10%,  and  in  the 
case  of  time  deposits  to  3%.  This  gives  a far 
greater  elasticity  to  banking  credit  and  propor- 
tionally diminishes  the  need  of  so  large  a reserve. 

! Thus,  even  if  it  were  tru(s  that  the  gold  subsidy 

would  result  in  the  replenishment  of  the  gold 
reserv-e,  it  is  clear  that  it  would  be  unnecessary. 
Moreover,  it  must  not  be  forgotten  that  we  are 
only  now  painfully  emerging  from  the  i)eriod  of 
war  initiation;  and  that  the  chief  factor  which 
keeps  us  from  a commercial  crisis  and  a financial 
panic  is  the  slow  and  gradual  deflation  which  is 
being  brought  about  prinuirlly  by  the  contraction 
of  bank  credit.  If  the  subsidy  on  gold  would 
really  increase  the  gold  reserves,  as  is  claimed, 
it  would  operate  directly  to  suspend  this  salutary 
process,  and  by  bringing  about  a new  period 
of  inflation,  it  would  sooner  or  later  inevitably 
produce  its  nemesis  in  the  shape  of  a crisis. 

Even,  however,  if  we  eliminate  this  connection 
between  the  gold  subsidy  and  the  gold  reserve, 
it  is  none  the  less  true  that  the  effect  of  the  gold 
subsidy  on  gold  production  itself  will  tend  to  set 
into  motion  similar  forces.  The  subsidy  on  gold, 
which  is  intended  to  keep  alive  the  least  profitable 
mines,  but  which  will  naturally  operate  to  stimu- 
late production  in  all  mines,  will  add  to  the  gold 
output  and  will  therefore  prevent  the  automatic 
action  of  those  causes  which,  as  we  have  seen 
above,  tend  to  bring  about  the  natural  equilibrium. 


31 


^ To  the  extent  that  an  increased  production  of 

gold  will  in  itself  directly  and  through  its  in- 
fluence on  credit  indirectly,  affect  prices,  it  will 
be  running  counter  to  the  current  which  is  now 
flowing  in  the  right  direction.  The  gold  subsidy 
will  therefore  operate  to  frustrate  the  natural  and 
desirable  restoration  of  a normal  price  level. 

In  the  next  place,  the  subsidy  will  interfere 
with  the  maintenance  of  the  free  gold  market. 
This  is  one  of  the  fundamental  points  in  the  ex- 
istence of  the  gold  standard.  Up  to  the  outbreak 
of  the  present  war,  it  was  the  pride  of  every 
leading  commercial  country  that  nothing  should 
be  done  to  interfere  with  the  maintenance  of  such 
a free  gold  market.  It  is  the  very  nature  of 
a gold  standard  that  the  mint  price  and  the 
bullion  value  should  de%’iate  as  little  as  possible 
from  each  other,  barring  the  insignificant  sums 
demanded  for  seignorage  or  brassage.  One  of 
the  most  regrettable  features  of  the  recent  war 
has  been  the  necessity  on  the  part  of  almost  all 
countries  to  depart  from  the  practice  of  the  gold 
standard.  It  has  been  our  good  fortune  to  be 
one  of  the  few  countries  which  have  succeeded 
in  maintaining  a free  and  open  gold  market.  The 
granting  of  a subsidy  on  gold  of  domestic  pro- 
. , . duction  will  naturally  give  it  a preference  in  the 

market  and  will  to  that  extent,  interfere  with  the 
acceptance  of  the  tender  of  other  gold.  This  vir- 
’ V tually  means  an  infraction  of  the  principles  of  the 

free  and  open  gold  market,  which  cannot  but  re- 
dound to  our  disadvantage. 

In  fact,  we  may  go  still  further  and  say  that 
the  subsidy  is  calculated  injuriously  to  affect  our 
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entire  international  standing.  It  is  well  known 
that  since  the  outbreak  of  the  war,  and  the  transi- 
tion of  the  United  States  from  a debtor  to  a 
creditor  country,  the  prospect,  we  shall  not  say  of 
displacing  but  at  least  of  supplementing  Great 
Britain  as  the  world’s  financial  center,  has  been 
unusually  bright.  The  attempt  to  make  New  York 
the  nucleus  of  the  system  of  dollar  exchange  in 
international  trade  has  become  familiar  to  all. 
So  sensitive,  however,  is  the  financial  barometer 
that  this  process  would  be  immediately  arrested 
by  anything  which  woukl  in  the  slightest  degree 
arouse  the  suspicions  of  the  commercial  world. 
The  primacy  of  Londdn  hitherto  as  the  mart  on 
which  bills  of  exchange  have  been  drawn  from 
every  part  of  the  world  has  depended  in  no  small 
degree  on  this  unquestioned  sense  of  security. 
It  is  obvious,  however,  that  the  grant  of  a sub- 
sidy to  the  gold  mines  would  be  regarded  by  the 
average  foreigner  as  involving,  in  some  degree  at 
least,  an  acceptance  of  ihe  arguments  advanced 
by  the  proponents  of  the  scheme.  This  would  nat- 
urally betoken  some  doubt  on  the  part  of  the  gov- 
ernment as  to  its  ability  to  maintain  the  gold 
standard,  or  at  all  events  as  to  the  need  of  some 
artificial  measures  designed  to  prop  up  the  sys- 
tem. This  would  be  quite  enough  for  the  pur- 
pose. There  is  but  little  doubt  that  the  suspicion 
thus  engendered  would  operate  to  terminate 
abruptly  the  development  which  is  now  proceeding 
apace,  and  which  is  tending  to  make  New  York  a 
real  international  monetarv  center. 
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i V.  Conclusion. 

I 

In  conclusion,  it  may  be  pointed  out  that  the 
present  movement  to  subsidize  gold  mining  is  es- 
sentially similar  to  that  of  almost  a generation 
ago  to  subsidize  silver  mining.  For  the  bimetallic 
movement  which  culminated  in  the  Bryan  cam- 
paign of  the  nineties  was  intended  to  stimulate 
the  production  of  silver,  in  the  vain  delusion  that 
this  was  needed  to  ensure  a more  adequate  money 
supply  and  a more  satisfactory  currency  system. 
The  whirligig  of  fortune  has  brought  about  the 
opposite  situation  today;  and  now  it  is  the  gold 
mines,  not  the  silver  mines,  that  are  the  sup- 
pliants for  governmental  favor.  The  one  move- 
ment is  just  as  unnecessary  as  the  other;  the 
one  attempt  is  just  as  hazardous  as  the  other. 
The  silver  movement  was  intended  directly  to  de- 
stroy the  gold  standard;  the  present  gold  subsidy 
movement,  while  ostensibly  intended  to  do  the  op- 
I posite,  will  accomplish  the  same  result,  in  essence. 

The  only  safe  course  for  governments  to  pursue 
in  such  matters  is  to  leave  things  alone.  For  the 
natural  forces  at  work  will  automatically  bring 
about  the  desired  equilibrium. 

No  less  than  four  different  investigations  of  this 
^ ^ subject  have  been  made  by  impartial  and  disin- 

‘ • terested  committees.  The  report  of  the  Committee 

on  War  Finance  of  the  American  Economic  Asso- 
• ' ciation  was  rendered  in  December,  1918.  Shortly 

thereafter,  came  the  British  Report  of  the  Gold 
^ Production  Committee.  At  the  beginning  of  1919 

appeared  the  Report,  of  the  Special  Gold  Commit- 
tee headed  by  the  vice-governor  of  the  Feder:ti 
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Reserve  System,  Finally,  in  October,  1920,  there 
was  published  the  Report  of  the  Gold  Production 
Committee  of  the  Americiin  Bankers’  Association. 
Each  one  of  these  reports  vigorously  condemned 
the  theory  underlying  the  proposals  of  the  Mc- 
Fadden  Bill;  and  among  the  leading  economists 
of  this  country,  as  well  as  of  the  world,  there  is 
substantial  unanimity  on  the  subject.  It  would 
be  deplorable  in  the  extreme  if  Congress  were 
to  be  misled  by  the  specious  arguments  of  those 
who  have  everything  to  gain  and  nothing  to  lose 
into  accepting  a proposition  the  condemnation  of 
which  by  impartial  and  unprejudiced  authorities 
has  been  so  pronounced  and  so  unanimous. 

EXHIBIT  5. 

AIeiiiora.nd.11111  Concerning  the 
McFadden  Bill. 

By 

E.  W.  Kemmerbr 

Professor  of  Economics  and  Finance 
Princeton  University 

I.  THE  GENERAL  SITUATION. 

In  countries  actually  as  well  as  legally  on  a 
gold  standard,  the  price  of  gold  is  an  identical 
proposition  and  must  remain  practically  consta7it 
regardless  of  fluctuations  in  the  value  of  gold. 

The  Act  of  Congress,  approved'  April  2,  1792 
establishing  the  United  States  Mint  and  creating 
a national  coinage  system  provided  for  the  free 
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and  unlimited  coinage  of  gold  and  silver.  Al- 
though the  free  coinage  of  silver  was  discontinued 
by  the  Act  of  February  12,  1873,  our  mints  have 
been  open  to  the  free  coinage  of  gold  continually 
since  1792.  By  the  Act  of  January  18,  1837,  the 
gold  dollar  was  given  a gold  content  of  25.8  grains 
of  gold  .900  fine,  which  gives  it  a pure  gold  content 
of  23.22  grains.  This  is  the  law  of  today.  There 
has  been  no  mint  charge  for  the  coinage  of  United 
States  gold  coins  out  of  standard  metal  since  the 
Act  of  January  14,  1875. 

According  to  the  present  law,  therefore,  an 
^480^^  '''’Bl  coin  into  |20.67,  because 

— equals  20.G7;  and  an  ounce  of  standard 

gold,  namely  gold  .900  fine,  mil  coin  into  |18.60 

because  — equals  18.60.  Anybody  can  bring 

gold  to  any  United  States  mint  or  assay  office 
and  get  gold  coin  for  it  at  the  rate  of  |20.67  an 
ounce  of  pure  gold,  and  anyone  can  melt  down 
new  gold  coins  and  get  an  ounce  of  pure  gold  out 
of  each  $20.67  melted.*  Inasmuch  as  gold  bullion 
^ be  converied  into  gold  coin  and  gold  coin 
into  gold  bullion  by  anyone  at  this  rate  without 
appreciable  expense,  an  ounce  of  pure  gold  in  the 
United  States  and  $20.67  must  always  be  equal  in 
value  so  long  as  we  remain  on  the  gold  standard. 
While  we  often  speak  of  the  government’s  buying 
gold  at  the  fixed  price  of  $20.67  an  ounce  of  pure 
gold,  what  the  government  actually  does  is  to  re- 
turn to  the  person  who  brings  the  gold  the  iden- 
tical  amount  of  pure  gold  he  brings  (except  for 

* There  is  a slight  loss  in  the  process  of  melting. 
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possible  charges  for  assaying,  etc.),  only  it  is  re- 
j turned  to  him  in  the  form  of  gold  coin  (or  of 

gold  certificates  or  government  checks  that  give 
him  the  right  to  draw  gold  coin  on  demand). 

Producers  of  gold  need  not  turn  their  gold  over 
to  the  government  unless  they  wish  to.  They  may 
sell  it  directly  to  the  trade,  but  as  long  as  the 
gold  standard  is  fully  mainiained,  no  one  is  likely 
to  pa}’  them  appreciably  more  than  |20.67  for  an 
! ounce  for  any  considerable  (juantity  of  gold.  This 

is  true  because  all  of  our  dilferent  kinds  of 
money  must  be  maintained  on  a parity  with 
gold  (section  I,  Act  of  March  4,  1900),  and  be- 
cause most  of  our  money  (including  gold  certifi- 
cates, federal  reserve  not(‘S  and  United  States 
notes)  is  specifically  convertible  into  gold  on  de- 
mand, so  that  anyone  can  < onvert  his  money  into 
gold  coin  and  can  then  melt  doTvm  the  gold  coins 
obtaining  therefrom  an  ounce  of  pure  gold  for 
every  $20.67  of  new  coins  melted  dowTi.* 
Producers  of  gold  can  therefore  always  dis- 
pose of  their  gold  at  $20.67  an  ounce — no  more 
and  no  less— and  this  is  true  whether  the  world’s 
gold  production  be  652,000  ounces  a year  as  it 
averaged  for  the  ten  years  ending  1840,  6,400,000 

*Inasmuch  as  our  gold  coins  circulate  to  a very  small 
extent,  the  bulk  of  them  being  held  most  of  the  time  in  the 
vaults  of  the  United  States  sub-treasuries,  the  federal  re- 
serve banks  and  other  banks,  American  gold  coin  is  usually 
in  very  good  condition  and  the  loss  due  to  abrasion  is  small. 

Gold  coin  to  be  receivable  by  the  United  States  Treasury 
at  its  face  value  must  not  be  worn  by  natural  abrasion 
more  than  at  the  rate  of  1/40  of  one  per  cent  a year  from 
the  date  of  its  coinage.  (Revise-d  Statute  3505.) 

From  1890-1910  inclusive  tho.  total  recoinage  of  worn 
United  States  gold  coin  was  $37,091,378.50  upon  which  the 
loss  was  only  $375,235.64,  or  about  one  per  cent.  Annual 
Report,  Secretary  of  the  Treasuiy,  1911,  p.  273. 
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ounces  a year  as  it  averaged  for  the  five  years  end- 
ing 1855,  or  22,212,000  ounces  a year  as  it  aver- 
aged for  the  five  years  ending  1915.  This  fixity  of 
the  price  of  gold  is  the  essence  of  the  gold  stand- 
ard. Appreciable  variations  in  the  price  of  gold, 
like  those  taking  place  today  in  England  and  in 
France,  Italy,  Belgium  and  other  continental  coun- 
tries are  proof  positive  that  the  gold  standard  has 
broken  down  in  those  countries. 

The  value  of  gold  is  expressed  in  the  purchasing 
poicer  of  gold  over  goods  [including  services), 
that  is,  in  the  price  level,  and  it  rises  and  falls  as 
the  price  level  falls  and  rises,  thereby  varying  as 
the  reciprocal  of  the  price  level. 

The  value  of  gold  is  expressed  in  its  purchasing 
power  over  goods,  that  is  in  the  price  level.  WTien 
the  price  level  expressed  in  gold  standard  money 
declines,  say,  40  per  cent,  as  it  did  in  the  United 
States  between  1873  and  1897,  the  value  of  gold 
increases  66  2/3  per  cent ; in  other  words,  a dollar, 
or  any  other  given  weight  of  gold,  say,  an  ounce 
or  a gram, — buys  66  2/3  per  cent  more  goods  (of 
the  kinds  covered  by  the  price  index  number)  than 
it  did  before.  This  means  dearer  gold  and  cheap- 
er goods.  On  the  other  hand  when  the  price  level 
rises,  say  150  per  cent,  as  did  the  wholesale  price 
level  in  the  United  States  fiom  1913  to  August, 
1920,  the  value  of  gold  declines  60  per  cent  and 
a given  weight  of  gold — a dollar,  an  ounce,  or  a 
gram,  buys  only  40  per  cent  as  much  as  it  did 
before.  This  means  cheaper  gold  and  dearer  goods. 

The  value  of  gold  measured  in  this  way  is  sub- 
ject to  wide  variations  when  viewed  over  any  con- 
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siderable  period  of  time.  The  Sauerbeck  Price 
Index  J^umbers*  (now  continued  by  the  London 
Statist),  the  best  index  numbers  we  have  express- 
ing the  value  of  gold  for  a long  period  of  years, 
sliow  the  following  lluctuatious  from  1820  to  1913. 
Tliis  is  graphically  shown  on  the  attached  chart: 

The  follo’svdng  striking  variations  will  be  ob- 
served in  the  a])pended  graph : 

(1)  From  1S25  to  1832  the  price  level  fell  from 
117  to  89,  representing  an  increase  in  the  value 
of  gold  of  31.4  per  cent  in  seven  years. 

(2)  From  1840  to  1843  the  price  level  declined 
from  103  to  83,  representing  an  increase  in  the 
value  of  gold  of  24.1  per  cent  in  three  years. 

(3)  In  the  year  1848  prices  fell  from  95  to  78, 
representing  an  increase  in  the  value  of  gold  of 
21.8  per  cent  in  one  year. 

(4)  Then  came  the  great  rise  in  prices  following 
the  Califoimian  and  Australian  gold  discoveries, 
in  which  period  prices  rose  from  75  in  1851  to 
105  in  1857,  representing  a decline  in  the  value 
of  gold  of  28.6  per  cent  in  six  y<iars. 

(5)  Following  1873  prices  began  a long  period 
of  decUne  falling  from  111  in  1873  to  61  in  1896, 
representing  an  increase  in  the  A alue  of  gold  of  82 
per  cent  in  twenty-three  years. 

*These  index  numbers  cover  31  principal  commodities  in 
England  before  1846  and  45  since  dien.  The  average  price 
for  the  eleven  year  period  1867-1877  is  taken  as  100. 
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(6)  From  1896  to  1913,  tlie  last  complete  year 
during  wMcli  England  was  on  an  unrestricted 
gold  standard,  prices  rose  from  61  to  85,  repre- 
senting a decline  in  the  value  of  gold  of  about  28 
per  cent  in  seventeen  years. 

From  the  above  figures  it  will  be  seen  that  wide 
fluctuations  in  the  value  of  gold  have  been  com- 
mon, and  that  great  advances  in  the  value  of  gold 
are  approximately  as  frequent  as  great  declines. 

The  market  value  of  gold,  which  like  the  mar- 
ket value  of  any  other  commodity  is  measured  by 
its  command  over  other  kinds  of  goods  and  of  serv- 
ices, is  at  any  time  the  resultant  of  the  interaction 
of  the  forces  of  demand  and  supply.  The  law  of 
demand  and  supply  detennines  the  value  of  gold 
as  it  determines  the  value  of  any  other  com- 
modity. Price  levels  continually  vary  so  as  to 
equilibrate  demand  and  supply.  In  gold  standard 
countries  gold  never  depreciates  and  the  price 
level  never  rises  except  as  the  supply  of  gold 
increases  relative  to  the  demand;  and,  per  contra, 
gold  never  appreciates  and  the  price  level  never; 
falls  except  as  the  supply  of  gold  decreases  rela- 
tive  to  the  demand. 

The  supply  of  gold  relative  to  the  demand  may 
be  increased,  (as  may  the  supply  of  any  other 
article  relative  to  the  demand),  and  the  price 
level  be  raised,  through  the  introduction  or  more 
extensive  use  of  substitutes,  or  through  the  more 
efficient  use  of  the  stocks  on  the  market.  The 
substitution  of  platinum  for  jewelry,  for  example, 
in  the  place  of  gold  has  lessened  the  demand  for 
gold  and  has  therefore  increased  the  supply  on 
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the  market  relative  to  the  demand.  So  likewise, 
and  to  a verj'  much  greater  degree,  has  the  sub- 
stitution during  the  last  seven  yeai*s  of  vast  quan- 
ties  of  paper  money  in  active  circulation  in  the 
place  oif  gold  in  countries  like  the  United  States 
and  Japan  that  have  continued  on  a gold  stand- 
ard, and  in  countries  like  Great  Britain,  France, 
Italy  Belgium,  Germany,  Austria-Hungary,  Rus- 
sia, ete.,  that  have  abandoned  the  gold  standard. 
The  tremendous  reduction  in  the  percentages  of 
gold  reserves  held  against  bank  deposits  that 
circulate  through  checks  since  1014  throughout 
the  world,  and  the  great  expansion  of  deposit  cur- 
rency or  check  circulation  have  meant  great 
economies  in  the  use  of  gold  and  have  lessened 
the  market  value  of  gold  as  effectively  as  would 
enormous  increases  in  the  supply  of  gold.  Gold 
is  much  chetiper  today  in  terms  of  goods  than  it 
was  a few  years  ago  chiefly  because,  while  the 
world’s  supply  of  ])hysical  goods  has  increascHl 
little  if  any  during  these  seven  years  of  Avar  and  of 
])ost-Avar  readjustment,  there  has  been  a great  re- 
duction in  the  use  of  gold  as  hand  to  hand  cur- 
rency and  a tremendous  increase  in  the  use  of 
substitutes  for  gold  in  tbe  form  of  government 
paper  money,  bank  notes  and  bank  deposits  circu- 
lating through  checks.  As  a result  of  this  deA^el- 
opment  and  of  the  phenomenally  large  produc- 
tion of  gold  during  the  last  quarter  of  a century, 
an  ounce  of  gold  is  Avorth  today  in  terms  of 
other  goods  much  less  than  at  any  other  time  for 
over  a hundred  years  (see  chart,  supra)  for 
AA'hich  we  have  price  figures,  and  probably  much 
less  than  at  any  other  time  in  the  world’s  his- 
tory). 
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The  supply  of  gold  at  any  particular  time  being 
an-  accumulation  of  ages  is  only  slightly  affected 
by  the  cost  of  production  at  the  time.  The  value 
of  gold  responds  very  slowly  to  changes  in  cost  of 
production. 

Gold  is  a highly  durable  commodity.  The  writ- 
er has  seen  gold  that  was  produced  hundreds  ol 
yeai*s  before  Christ,  and  doubtless  there  is  gold 
in  the  market  today  circulating  as  money  or  held 
in  gold  reserves,  whose  production  antedates  the 
Christian  era.  A large  part  of  the  world’s  gold 
today  is  in  the  form  of  gold  coins  or  gold  baiv 
that  are  comjiounded  with  little  labor,  and  arc 
therefore  readily  marketable  merely  as  gold. 
Much  gold  also  in  the  forai  of  old  jewelry  is 
continually  being  melted  doAvn  and  throAvn  on 
the  market.  The  AA'orld's  gold  supply  at  the 
present  time  is  the  accumulation  of  ages  and 
the  amount  produced  in  any  year  is  a very  small 
])ercentage  of  the  total  aA-ailable  supply.  It  is  the 
total  aAmilable  suj)ply  relath'e  to  the  demand  that 
determines  the  Aulue  of  an  ounce  of  gold. 

The  stock  of  monetary  gold  in  the  principal 
countries  of  the  Avorld  as  estimated  by  the  Uniteid 
States  Director  of  the  Mint  (Annual  Report  of 
the  Director  of  the  ilint  for  1915,  pp.  63-64)  for 
the  year  1913 — the  last  year  before  the  war — 
AA’as  .j^,239,500,000 ; while  the  estimated  gold  pro- 
duction of  that  year  (the  third  largest  production  _ 
of  any  year  in  history  up  to  that  time)  was 
§459,941,000  or  only  5.6  per  cent  of  the  total  stock 
of  monetary  gold  in  the  principal  countries.  For 
the  end  of  the  year  1919  the  Director  of  the  Mint 


estimates  tiie  stock  of  monetary  gold  in  the  princi- 
pal countries  of  the  world  at  f7, 594, 557, 000,  and 
for  tho  year  1919,  he  estimates  the  world’s  gold 
production  at  $365,106,077,  which  would  rejmesent 
4.8  per  cent  of  this  total  stock.  Nearly  every 
year  the  annual  productiou  repr^ents  a smaller 
percentage  of  the  accumulating  stock  than  it  did 
the  year  preceding. 

The  forces  determining  the  value  of  gold  are 
international  in,  their  operation;  the  market  for 
gold  is  a world  market,  and  all  prohlems  concern- 
ing the  value  of  gold  must  be  studied  in  the  light 
of  the  ivorld’s  supply  of  gold  and  the  world’s  de- 
mand for  gold. 

Gold  is  the  money  of  international  trade.  With 
it  trade  balances  are  settled;  and  its  shipment 
from  one  country  to  another  is  one  of  the  prinei- 
pal  methods  by  which  the  price  levels  of  different 
countries  are  brought  into  equilibrium  with  each 
other,  and  kept  in  equilibrium.  The  free  flow  of 
gold  into,  and  out  of,  a country  under  the  influ- 
ence of  natural  economic  laws  is  essential  to  the 
proper  functioning  of  a <ountry’s  foreign  trade 
and  to  its  maintenance  of  the  gold  standard. 
There  is  little  or  no  restri<dion  today  on  the  flow 
of  gold  among  the  few  countries  still  on  a gold 
standard,  and  there  is  a considerable  movement 
of  gold  between  countries  that  have  temporarily 
given  up  the  gold  standard  under  the  pressure  of 
the  war.  As  these  countries  return  to  the  gold 
standard  the  flow  of  gold  in  international  trade 
will  become  more  and  more  free. 
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The  great  bulk  of  the  world’s  gold  is  produced 
in  isolated  countries,  having  comparatively  small 
populations,  and  themselves  using  relatively  small 
amounts  of  gold.  For  the  year  1918,  for  example, 
the  Director  of  the  Mint’s  figui'es  show  that  of  a 
total  world  production  estimated  at  381  million 
dollars,  197  million  dollars  or  51.7  per  cent  were 
produced  in  Africa,  29  million  dollars  or  7.6  per 
cent  in  Australia,  21)  million  dollars  or  6.8  per 
cent  in  Asia,  17  million  dollars  or  4.5  per  cent 
in  Mexico,  and  16  million  dollai*s  or  4.2  per  cent 
in  South  and  Central  America  and  the  West 
Indies.  This  gives  a total  production  in  the  above 
mentioned  places  of  approximately  285  million 
dollars,  representing  about  75  per  cent  of  the 
world’s  total  production.  Of  the  balance,  82 
million  dollars,  or  approximately  21.5  per  cent  of 
the  total  came  from  the  United  States  and  Can- 
ada. The  more  isolated  places  mentioned  above 
in  which  about  75  per  cent  of  the  world’s  gold 
production  takes  place  retain  very  small  propor- 
tions of  the  gold  they  produce.  Prom  their  mines 
most  of  it  flow's  to  Europe  and  North  America. 
Possessing  a great  value  in  a small  bulk,  being 
an  object  of  wide  demand,  both  for  industrial 
and  monetary  purposes  in  nearly  every  country  in 
the  w'-orld,  and  being  marketed  in  large  quantities, 
gold  flow's  promptly  from  place  to  place  under 
the  stimulus  of  a very  small  percentage  of  profit. 

During  the  calendar  year  1920  the  United 
States  imported  428.7  million  dollars  worth  of 
gold  (inclusive  of  108.5  million  dollars  of  ear- 
marked gold  previously  held  in  the  Bank  of  Eng- 
land for  the  federal  reserve  banks).  These  im- 
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ports  came  from  15  different  European  countries, 
15  North  American  countriiis,  10  South  American 
countries,  3 Asiatic  countries,  2 African  coun- 
tries, together  with  some  from  Australia,  New 
Zealand,  the  Canary  Islands  and  the  Philippine 
Islands.  During  the  cahmdar  year  1920  the 
United  States  exported  322.1  million  dollars  of 
gold.  These  exports  went  to  5 European  coun- 
tries, 7 North  American  countries,  9 South  Ameri- 
can countries,  7 Asiatic  countries  and  1 African 
country. 

The  fact  therefore  cannot  be  too  strongly  em- 
phasized that  if  the  value  of  gold  is  to  be  influ- 
enced, it  must  be  influenciEd  in  a world  market 
through  forces  acting  upon  the  world’s  supply. 


A rising  price  level  which  results  in  increasing 
costs  for  the  production  of  gold  and  therefore  de- 
creasing profits  for  gold  producers  is  the  natural 
economic  force  that  reduces  the  production  of  gold 
when  gold  is  being  produced  in  excess  relative  to 
other  goods;  and  a falling  price  level  which  re- 
sults in  decreasing  costs  for  the  production  of 
gold  and  therefore  in  increasing  profits  for  gold 
producers  is  the  natural  ecoyiomic  force  that  in- 
creases gold  production  when  the  gold  supply  is 
deficient  relative  to  the  supply  of  other  goods. 

Upon  these  forces  gold  standard  countries  chiefly 
depend  for  the  stahilization  of  the  gold  unit  of 
value.  I 


A rising  price  level,  as  we  have  seen,  means 
that  the  supply  of  gold  is  increasing  relative  to 
the  demand,  and  that  the  value  of  gold  is  falling. 
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When  the  value  of  any  commodity,  other  than 
gold,  declines  its  price  falls  and  producers’  profits 
decline,  Avith  the  results  that  declining  profits 
tend  to  reduce  its  production  and  the  falling  price 
tends  to  stimulate  its  consumption.  These  two  forces 
react  on  the  price  and  tend  to  bring  it  back  into 
equilibrium  with  the  prices  of  other  commodities. 
When  the  value  of  gold  fails,  similar  forces  come 
into  play,  but,  since  gold  is  the  unit  of  value,  these 
forces  appear  in  reverse  form.  The  price  of  gold 
does  not  fall,  but  the  expenses  of  producing  gold 
— cyanides,  explosives,  machinery,  wages,  etc., — 
all  tend  to  rise,  and  this  advance  in  the  expenses 
of  production  reduces  profits  and  automatically 
reduces  the  production  of  gold,  thereby  ultimately 
lessening  the  supply  on  the  market  relative  to  the 
demand  and  forcing  up  the  value  of  gold ; in  other 
words,  forcing  down  prices  including  the  prices 
of  mining  supplies  and  equipment  and  also  wages. 

Furthermore,  when  the  value  of  gold  falls  and 
the  price  level  rises,  the  price  of  gold  for  jewelry, 
plate,  etc.,  does  not  rise.  This  means  that  the 
prices  of  articles  made  largely  of  gold  do  not 
advance  in  times  of  a rising  price  level  as  rapidly, 
as  do  the  prices  of  most  other  things,  or  as  rapidly 
as  do  most  Avages  and  salaries.  Gold  JeAvelry  and 
other  gold  articles  therefore  at  such  times  appear 
cheap  as  compared  with  other  goods  and  this  fact 
stimulates  demand  for  them,  therebv  increasin" 
the  floAV  of  new  gold  into  the  arts,  and  drcerting 
gold  from  monetary  uses  into  the  arts,  thus  reduc- 
ing general  prices  and  forcing  up  the  A'alue  of 
gold  until  profits  in  the  gold  mining  industry 
again  become  normal. 
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But  if  tlie  gold  producer  loses  wlieii  the  value 
of  gold  falls,  that  is  when  the  price  level  rises;  it 
is  equally  true  that  he  gains  when  the  value  of 
gold  rises,  that  is  when  tlie  price  level  falls.  His 
day  of  prosperity  is  the  time  when  other  indus- 
tries are  suffering  from  falling  prices.  At  such 
times,  the  gold  producers  still  have  an  unlimited 
market  at  the  mints  and  assay  ofBlces  for  their 
gotld  at  the  fixed  price  of  $20.67  an  ounce,  while 
all  their  expenses  of  production  tend  downward. 

Falling  prices  mean  that  the  supply  of  gold  has 
failed  to  keep  pace  with  ilie  demand,  and  that  as 
a consequence  gold  is  bexjoming  increasingly  val- 
uable in  terms  of  goods.  In  periods  of  falling 
prices  natural  forces,  th(i  reverse  of  those  men- 
tioned above  assert  theinselves  and  ultimately 
force  up  prices  by  stimulating  the  produc- 
tion of  gold  and  by  diverting  large  and  in- 
creasing proportions  of  the  gold  on  the  market 
away  from  the  arts  and  into  the  money  uses.  The 
rising  profits  of  gold  p)'oducers  stimulate  gold 
production,  while  the  fact  that  the  price  of  gold 
remains  unchanged  when  other  prices  and  wages 
are  falling,  means  that  gold  manufactures  do  not 
fa-11  in  price  as  rapidly  as  do  most  other  things. 
This  makes  them  appear  dear  to  the  consuming 
public,  and  therefore  lessens  the  demand  for 
jewelry,  plate,  etc.,  and  diverts  into  the  money 
uses  much  of  the  gold  that  would  otherwise  go 
into  the  arts.  Gold  money  is  thereby  made  more 
plentiful  and  therefore  cheapened  and  the  price 
level  is  given  an  upward  push. 


47 


A rough  idea  of  how  great  increases  in  the 
world’s  gold  production  have  tended  to  push  up 
prices,  and  of  how  these  upi^nrd  price  movements 
have  spent  themselves  through  their  influence  in 
curtailing  the  production  of  gold  may  be  seen 
from  the  following  chart  covering  wholesale  prices 
in  terms  of  gold  in  the  United  States  and  Eng- 
land, and  the  world’s  average  annual  gold  pro- 
duction by  five  or  ten  year  periods  for  about 
three-fourths  of  a century. 
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The  heighth  of  the  bars  as  measured  by  the 
iidex  on  the  right  side  of  the  chart  represents 
tl  e world's  average  annual  gold  production,  tor 
tl  e five  (or  ten  year)  period  ending  with  the 
y lars  designated  at  the  bottom  of  the  chart. 
1 he  irregular  lines  represent  the  nse  and  tall  ot 
p ices  in  England  and  the  United  States 

t le  same  periods.  . . , . 

Ina5much  as  the  English  price  index  numbers 


and  those  of  the  United  States  are  confuted 
from  a different  base,  and  represent  different 
commo<lities,  there  is  no  significance  in  the  fact 
that  the  curve  representing  English  prices  is 
almost  always  lower  than  that  representing 
Amcriain  prices.  The  curves  should  be  inter- 
preted merely  as  representing  in  a rough  way 
the  relative  movements  from  year  to  year  of 
the  piiee  levels  of  the  respective  countries.  • 
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The  chart  which  was  prepared  by  the  writer 
in  1912  is  reprinted  from  the  Securities  Re- 
view of  March,  1912.  In  interpreting  the 
chart  it  should  be  noted  that  the  sharp  rise 
in  wholesale  prices  in  the  United  States  be- 
tween 1860  and  1870  was  due  largely  to  war 
conditions,  including  the  forcing  out  of  the  coun- 
try and  into  the  world’s  markets  of  much  Ameri- 
can gold  by  the  circulation  of  our  greenbacks  and 
dei)reciated  bank  notes.  The  decline  in  prices 
from  1873  to  1896  was  greatly  accentuated  by  the 
fact  that  while  gold  production  was  falling  off, 
many  of  the  leading  countries  of  the  world  were 
adopting  the  gold  standard,  thus  greatly  increas- 
ing the  monetary  demand  for  gold. 

We  may  now  turn  from  this  consideration  of 
the  economic  principles  underlying  the  gold  stan- 
dard to  the  definite  proposition  of  the  bounty  pro- 
jwsed  in  the  McFadden  Bill. 

II.  THE  PROPOSED  BOUNTY. 

The  stimulation  of  gold  production  in  one  coun- 
try by  means  of  a bounty  of  the  type  proposed 
would  fly  in  the  face  of  the  fundamental  economic 
forces  upon  which  the  world  depends  for  the  sta- 
bilhation  of  the  gold  standard. 

This  point  will  he  evident  from  the  discussion 
in  the  preceding  sections.  The  McFadden  Bill  is  a 
proposition  to  stimulate  by  means  of  a huge  boun- 
ty the  production  of  an  article  which  is  today 
suffering  from  being  too  cheap.  Its  value  in 


terms  of  its  command  over  goods  (at  wholesale). 
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in  December,  1920,  was  oaly  about  53  per  cent  of 
what  it  Avas  in  1913  and  about  35  per  cent  of 
what  it  was  in  1896,  according  to  the  latest  fig- 
ures of  the  United  States  Bureau  of  Labor  Sta- 
tistics. The  low  value  of  gold  in  terms  of 
other  goods  is  the  ev’d  of  which  the  gold 
producers  complain,  and  also  the  evil  Avhich  all  the 
res'!  of  the  community  complains  in  its  protests 
against  the  high  cost  of  living;  but  the  proponents 
of  the  McFadden  Bill  advocate  meeting  the  diffi- 
culty by  subsidizing  gold  producers  and  thereby 
still  further  inereasing  the  supply  of  gold.  This 
would  be  like  putting  out  a fire  by  jwuring  oil 
on  it. 

One  of  the  most  striking  economic  facts  of  the 
last  30  years  has  been  the  enormous  increase  in 
the  world’s  production  of  gold.  According  to 
the  estimates  of  the  Director  of  the  Mint,  the 
world’s  average  annual  production  of  gold  by 
five  3'ear  periods  since  1880  has  been  as  follows : 

Index  1^0. 


Millions  of 

Av.  1881- 

Dollars 

100 

1881-1885 

102 

95 

1886-1890 

113 

105 

1891-1895 

163 

152 

1890-1900 

257 

239 

1901-1905 

323 

300 

1906-1910 

434 

404 

1911-1915 

459 

427 

1916-1919^ 

402 

374 

1 Figures  for  1920  not  being  available  a four-year  aver- 
age is  here  used. 
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From  these  figures  it  will  be  seen  that  there 
has  been  a remarkably  large  increase  in  the 
world’s  annual  production  of  gold  during  the  per- 
iod 1881-1919.  The  average  annual  production 
during  the  four-year  period  ending  1919  has  been 
the  gi  eatest  of  any  period  coA'ered  by  the  table 
except  the  Uvo  periods  ending  with  1910  and 
1915,  resi>ectively,  and,  with  the  exception  of 
these  two  periods,  it  has  been  the  grejitest  of  any 
like  period  in  the  world’s  history.  For  the  four 
years  ending  1919  the  average  annual  production 
was  nearly  4 times  as  great  as  that  for  the  period 
1881-1885,  and  nearly  2i^  times  as  great  as  that 
for  the  period  1891-1895. 

In  the  judgment  of  most  economists  this  great 
increase  in  the  world’s  gold  production  was  the 
prijne  cause  for  the  great  rise  in  the  price  level 
from  1896  to  1913  in  all  gold  standard  countries. 
Prior  to  the  war  suggestions  were  made  by  econo- 
mists of  high  standing  looking  toward  the  re- 
striction of  gold  production  by  international 
agreement  or  otherAvise  in  the  interest  of  restrict- 
ing advances  in  the  cost  of  living.  Since  1913  the 
cost  of  living  in  practically  all  gold  standard 
countries  has  more  than  doubled. 

It  is  true  there  has  been  a decline  in  the  world’s 
gold  production  since  1915— the  year  of  maximum 
production  in  the  world’s  history— but  a phe- 
nomenon of  this  kind  should  be  judged  by  a 
reasonable  period  of  years  not  merely  by  two  or 
three  yeare  that  are  admittedly  abnormal.  The 
proponents  of  the  gold  bounty,  it  should  be  ob- 
served, consider  a five-year  x>eriod  the  minimum 
period  for  which  the  bounty  of  ^10  an  ounce 
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should  be  grants,  and  they  apparently  expect  a 
bounty  to  l>e  given  for  a longer  period. 

The  world’s  gold  production  for  the  last  5 years 
has  been  as  follows  in  millions  of  dollars: 


iai5 

469 

1916 

444 

1917 

419 

1918 

381 

1919 

365 

For  the  lowest  year,  1919,  the  production  is 
only  22  per  cent  less  than  for  1915,  the  year  of 
maximum  annual  production  in  'history.  It  is 
larger  than  the  production  for  any  year  in  the 
world’s  history  prior  to  1905 — and  as  early  as 
1905  the  world’s  large  gold  production  was  widely 
looked  upon  as  a serious  problem  because  of  its 
buojiant  effect  on  the  cost  of  living.  The  produc- 
tion for  1919  was  more  than  twice  as  large  as 
that  for  any  year  prior  to  1896,  and  more  than 
three  times  as  large  as  the  production  for  any 
year  prior  to  1889. 

The  bounty  and  tax  would  fly  in  the  face  of 
another  fundamental  principle  of  the  gold  stand- 
ard previously  discussed,  in  that  they  would  reduce 
the  flow  of  gold  into  the  industrial  uses — a flow 
■w'hich  is  a natural  outlet  to  gold  when  gold  is 
relatively  so  plentiful  as  to  be  depreciating  in 
value.  The  increasing  flow  of  gold  inito  the  arts 
at  such  times  diverts  the  <;heapening  gold  from 
the  monetary  uses  and  thereby  works  to  check 
rising  prices.  The  proposed  tax  would  obviously 
greatly  reduce  the  amount  (ff  gold  going  into  the 
arts. 
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Such  a bounty  tcould  be  an  assumption  on  the 
part  of  the  United  States  of  the  enormous  task  of 
increasing  within  a short  period  of  time  the 
world’s  marketable  gold  supply,  including  gold 
coins,  to  such  an  extent  as  materially  to  reduce 
(or  hold  down)  the  world  value  of  gold. 

The  plan  projx>ses  to  stimulate  gold  production, 
but  its  proponents  insist  that  the  gold  standard  in 
the  United  States  must  be  maintained.  The  gold 
standard  obviously  cannot  be  maintained  if  we 
make  gold  cheaper  in  the  United  States  than  it 
is  abroad  by  placing  an  embargo  on  the  exporta- 
tion of  gold  or  if  we  otherwise  interfere  with  the 
free  floAV’  of  gold  into,  and  out  of,  the  country. 

Gold  like  every  other  commodity  seeks  the  best 
market.  The  increased  supply  of  gold  produced 
in  the  United  States  under  the  stimulus  of  a 
bounty  would  cheapen  gold  here  relatively  to  gold 
abroad,  and  the  greater  part  of  the  bounty-pro- 
duced gold  would  flow  abroad  just  as  water  pour- 
ed into  one  of  a series  of  connected  reservoirs 
would  promptly  flow  into  all  of  them  until  the 
levels  of  all  were  the  same. 

But  the  world’s  annual  gold  production  at  its 
maximum  was  only  aibout  5.6  per  cent  of  the 
world’s  supply  of  monetary  gold  in  1913 ; and  the 
annual  gold  production  of  the  United  States  at 
its  maximum  (in  1915),  namely,  101  million  dol- 
lars, was  slightly  less  than  22  per  cent  of  the 
niaximuni  world’s  production.  How  much  bounty 
stimulated  American  gold  at  this  rate  would  have 
to  be  thrown  upon  the  world’s  market  to  appre- 
ciably influence  the  value  of  the  world’s  7.6  bill- 
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ions  of  monetary  gold  of  which  the  United  States 
holds  about  2.7  billions?  It  would  be  like  raising 
the  level  of  a series  of  conncicted  lakes  by  pouring 
the  water  of  a spring  into  the  largest  of  them. 

Moreover,  the  bounty-stimulated  increased  pro- 
duction of  gold  in  the  Unittid  States  would  large- 
ly flow  into  the  world’s  markets  and  raise 
world  coimmodity  prices  and  wages,  including  the 
expenses  of  producing  gold  in  all  other  gold  pro- 
ducing countries,  and  thereby  lessen  the  produc- 
tion of  gold  in  other  countries. 

To  the  extent  that  the  plan  should  succeed  in 
increasing  the  world’s  available  supply  of  gold 
and  thereby  pushing  up  price  levels  (or  prevent- 
ing them  from  declining  as  rapidly  as  they  other- 
wise would),  it  would  defeat  its  object  of  helping 
gold  producers  to  meet  their  high  costs  of  produc- 
tion. This  would  stimulate  agitation  on  their 
part  for  increasing  the  bounties — circle.” 

This  point  is  so  evident  that  it  does  not  call  for 
much  elaboration.  Obviously  the  more  the  pro- 
duction of  gold  is  stimulated  by  the  bounty  and 
the  more  effective  the  tax  proves  to  be  in  divert- 
ing gold  from  the  arts  into  the  money  uses,  the 
larger  will  be  the  supply  of  gold  in  the  money 
uses  and  the  higher  the  price  level.  These  higher 
prices  wmuld  apply  to  the  cyanides,  explosives, 
machinery,  labor,  etc.,  the  gold  producers  buy;  in 
fact  the  bounty  would  exert  a twofold  influence 
in  pushing  up  these  prictis,  one  through  depre- 
ciating the  money  unit  and  one  through  increas- 
ing the  demand  for  gold  i)roducers’  supplies  and 
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labor  by  artificially  stimulating  the  production  of 
gold  in  the  United  States. 

Section  5 of  the  McFadden  Bill  calls  for  an 
annual  readjustment  of  the  bounty  and  the  tax 
after  May  1,  1925,  on  the  basis  of  the  commodity 
price  index  number  of  the  Bureau  of  Labor  Sta- 
tistics. This  readjustment  would  call  for  the 
raising  of  the  rate  of  the  bounty  and  the  rate  of 
the  tax  as  that  index  number  should  rise,  and 
for  their  reduction  as  it  should  fall. 

These  features  of  the  plan  are  one  of  the  finest 
examples  of  a vicious  circle  the  writer  has  ever 
seen  in  the  field  of  economics.  This  is  the  circle: 
‘‘Gold  is  so  cheap  compared  with  mining  equip- 
ment, materials  and  labor,  in  other  words,  prices 
and  wages  in  the  gold  producing  industiy  are  so 
high,  that  the  poorer  mines  are  producing  gold 
at  a loss.  Therefore  a bounty  of  |10  should  be 
granted  by  the  government  to  the  gold  producers 
on  every  ounce  of  gold  they  produce.  This  bounty 
would  stimulate  gold  production  and  the  accom- 
panying tax  would  divert  gold  from  the  arts  into 
the  monetaiy  uses.  The  resulting  increase  in 
the  supply  of  monetary  gold  would  tend  to  push 
up  prices  and  wages  including  all  the  expenses  of 
gold  mining.  In  proportion  as  prices  should  rise 
after  May  1,  1925  the  bounty  would  be  increased, 
and  when  the  bounty  were  increased  gold  produc- 
tion would  be  further  stimulated,  and  again 
prices  would  be  pushed  upward,  requiring  another 
increase  in  the  bounty,  and  so  forth  ad  infinitum.” 
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The  bounty  would  yield  enormous  promts  to  the 
most  productive  mines  that  are  still  on  a good 
paying  basis,  and  would  encourage  all  producers 
to  work  their  richest  ores  while  the  bounty  shoi:]d 
last,  to  the  neglect  of  the  poorer  mines  and  of  the 
inferior  ores  in  the  better  mines,  which  it  is  one 
of  the  chief  objects  of  the  bounty  to  benefit. 

There  are  wide  differences  in  the  richness 
gold  producing  ores,  both  in  different  mines  and 
in  the  same  mines.  The  proposed  bounty  of  |10 
an  ounce  applies  to  the  richest  ores  as  well  as  to 
the  poorest.  It  would  yield  its  greatest  returns 
in  the  rapid  exploitation  of  the  best  ores.  Gold 
producers  would  soon  realize  that  such  a bounty 
would  have  a vei*y  uncertain  future,  and  would 
be  in  danger  of  being  discontinued  at  any  time. 
They  would  accordingly  adopt  with  vigor  the 
policy  of  “making  hay  while  the  sun  shines.” 
On  this  subject  the  British  Gold  Production 
Committee  said  in  its  Report  of  1918:  “It  ap- 

pears to  us  that  anything  in  the  nature  of  a sub- 
sidy per  ounce  produced  . . . would  be  an  in- 
ducement to  a mine  to  work  the  better  ore  . . .” 

To  the  extent  that  the  bounty  through  stimulat- 
ing the  production  of  gold  should  reduce  its  value, 
it  would  debase  the  monetary  unit  of  value  in 
ichich  all  debts  are  expressed  in  the  United  States 
and  in  all  other  countries  still  on  a gold  standard 
or  soon  to  return  to  the  gold  standard. 

The  proponents  of  the  McPadden  Bill  nearly  all 
insist  that  the  gold  standard  must  be  preserved 
and  that  contracts  should  not  be  impaired  by  a 
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debasement  of  the  unit  of  value.  This  bounty, 
however,  to  the  extent  that  it  should  accomplish 
its  ])urpo'se  of  stimulating  gold  production,  would 
either  reduce  the  value  of  the  monetary  unit  of 
eA-ery  gold  standard  country  in  the  world,  or  keep 
that  value  from  rising  as  far  as  it  otherwise  would 
rise  under  the  forces  of  natural  economic  laws. 
If,  for  example,  the  bounty  results  in  making  gold 
units  of  value  the  world  over,  say,  6 per  cent  less 
valuable  in  terms  of  goods  than  they  otherwise 
would  be,  it  would  impair  to  the  extent  of  6 per 
cent  or  approximately  one  whole  year’s  interest 
—every  bond,  mortgage,  note,  savings  bank  de- 
posit, pension,  etc.,  payable  on  a gold  basis 
throughout  the  world,  if  the  obligation  covered 
the  period  during  which  the  gold  monetary  unit 
had  its  value  so  depressed  by  the  bounty.  It 
would  be  similar  in  its  effect  to  a 6 per  cent  de- 
basement of  the  gold  content  of  the  United  States 
dollar,  and  of  the  gold  units  of  all  other  gold 
standard  countries. 

Creditors  having  contracts  payable  in  gold  may 
perhaps  reasonably  be  expected  to  have  assumed 
the  risks  of  the  fludtuations,  that  should  take 
place  during  the  period  of  their  contracts,  in  the 
value  of  gold  from  natural  causes,  but  they  may 
not  be  reasonably  expected  to  huA’^e  assumed  losses 
resulting  from  legislation  deliberately  planned  to 
push  doAvn  or  hold  down  the  value  of  gold. 

The  bounty  would  lead  to  fraudulent  practices 
that  would  result  in  great  loss  to  the  government. 
Much  old  gold  would  be  put  through  as  new  gold 
and  would  receive  the  bounty. 
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A bounty  which  makes  now  gold  worth  $30.67 
an  ounce  in  the  hands  of  the  producer  while  old 
gold  is  worth  only  $20.67  an  ounce  would  be  a 
powerful  stimulus  to  fraud;  and  fraudulent  prac- 
tices in  this  connection  would  be  easily  carried 
on  and  extremely  difficult,  to  detect.  A twenty- 
doliar  gold  piece  becomes  approximately  $30  if  it 
be  surreptiously  put  through  as  new  gold.  There 
is  no  way  of  distinguishing  new  gold  from  old 
gold,  and  the  process  of  breaking  up  gold  coins  or 
of  grinding  them  to  powd(‘r  is  a very  simple  one. 

Ten  dollars  is  a good  profit  for  “salting”  gold  I 

ores  with  one  twenty-dbllar  gold  piece,  and  a man  • 

in  the  depth  of  a mine  could  “salt  down”  a goodly 
sum  of  money  every  day  by  this  salting  process. 

The  bounty  would  probably  be  a great  reviver  o^  j ’ 

gold  panning  by  individuals,  and  our  statistics  J 

would  probably  soon  show  “a  great  improvement 
in  the  richness  of  our  ore  deposits,”  both  placer 
and  quartz.  “Mining  the  bounty”  would  become 
an  important  American  industry. 

III.  THE  TAX.  ,* 

Inasmuch  as  according  to  the  McFadden  Bill 
the  bounty  would  have  to  be  paid  whether  the  tax 
provided  an  adequate  revenue  or  not,  the  bounty 
would  probably  fall  to  a substantial  extent  on  the 
general  revenues  of  the  government.  To  the  extent 
that  the  proposed  bounty  and  tax  should  accom- 
plish their  alleged  chief  object  namely , the  strength- 
ening of  gold  reserves  through  the  stimulation  of 
gold  production  and  through  the  reduction  of  the 
flow  of  gold  into  the  industrial  uses,  to  that  same 


extent  would  they  increase  the  financial  burden 
placed  upon  the  federal  government;  for  the  more 
gold  produced  the  larger  the  amount  of  bounty  the 
government  would  have  to  pay;  but  the  less  gold, 
that  goes  into  the  industrial  uses  the  less  revenue 
would  the  tax  yield. 

Section  4 of  the  McFadden  Bill  provides  that 
the  premium  of  $10  per  fine  ounce  shall  be  paid 
to  the  producer  of  new  gold,  “froni  the  gold  pre- 
mium fund,  and  any  other  funds  in  the  Treasury 
of  the  United  States  not  used  for  specified  pur- 
poses,” The  bounty  would  therefore  have  to  be 
paid  whether  the  tax  should  yield  the  government 
sufficient  revenue  to  pay  it  or  not. 

In  this  connection  it  is  important  to  observe 
that  while  the  bounty  increases  the  base  upon 
which  it  is  paid,  the  tax  tends  to  dry  up  the 
source  from  which  the  government  obtains  the 
revenue  for  paying  the  bounty.  Obviously  the 
more  effective  the  bounty  should  be  in  stimulating 
gold  production  the  larger  the  amount  of  bounty 
that  would  have  to  be  paid.  Obviously  also  thq 
more  effective  the  tax  should  be  in  accomplishing 
one  of  its  purposes,  namely,  the  curtailment  of 
the  alleged  excessive  proportions  of  the  newly 
mined  gold  that  is  now  going  into  the  industrial 
Uses  and  the  diversion  of  this  gold  to  the  mone- 
tary uses,  the  smaller  would  be  the  base  upon 
which  the  tax  would  be  levied  and  therefore  the 
smaller  would  be  the  amount  of  revenue  the  tax 
would  yield  to  the  government. 

A tax  as  high  as  50  cents  a pennyw^eight,  or 
approximately  50  per  cent,  on  gold  used  in  jewel- 
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rj,  plate,  etc.,  would  materially  reduce  the  de- 
mand for  such  articles.  A large  proportion  of 
the  commodities  that  contain  much  gold  are  lux- 
uries. The  demand  for  most  luxuries,  it  is  well 
known,  is  very  elastic,  falling  off  rapidly  as  their 
prices  rise  and  increasing  rapidly  as  their  prices 
fall.  Even  now  the  public  are  on  a strike  against 
the  high  cost  of  living.  How  much  the  increased 
price  for  jewelry  resulting  from  the  tax  would 
curtail  the  demand  for  jewelry  it  is  of  course 
impossible  to  state,  but  that  it  would  to  a sub- 
stantial extent  seems  probable. 

Some  of  the  less  marketal)le  existing  jewelry  in 
the  hands  of  dealers  the  price  of  which  could  not 
be  raised  so  as  to  shift  the  tax  would  probably 
be  melted  down  and  sent  to  the  mints.  Gold 
jewelry  would  to  an  increasing  extent  be  smug- 
gled in  from  abroad.  Extensive  evasions  of  the 
tax  at  time  of  sales  would  be  difficult  to  pre- 
vent. There  would  be  a strong  motive  to  use  baser 
gold  in  the  arts  than  heretofore.  All  this  would 
further  reduce  the  yield  of  the  tax. 

Eor  purposes  of  illustration,  let  us  make  the 
arbitrary  but  not  unreasonable  assumption  that 
under  the  stimulus  of  the  tax  the  annual  production 
of  gold  in  the  United  States  would  soon  return  to 
its  previous  maximum  figure,  namely,  4,887,604 
ounces,  the  amount  produced  in  1015;  and  also 
let  us  assume  that  the  domestic  consumption  of 
new  gold  in  the  United  States  (plus  the  equiva- 
lent of  13,500,000  of  gold  coin  estimated  to  be  con- 
sumed in  the  arts  each  year)  on  which  the  tax 
would  be  paid  should  likewise  return  to  the  figure 
of  the  year  1915,  namely,  apj)roximateIy  1,601,300 
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ounces.  The  bounty  on  the  amount  of  new  gol^ 
produced  on  the  basis  of  the  above  assumptions 
would  be  148,876,040  a year  and  the  tax  at  the 
rate  of  50  cents  a pennyv’eight  on  manufactures 
containing  this  gold  would  be  $16,013,000.  On 
these  arbitraiy  assumptions  therefore  the  plan 
would  place  a charge  of  approximately  $32,863,- 
000  a year  on  the  general  revenues  in  addition  to 
the  expenses  for  administering  the  bounty  and 
the  tax. 

The  tax  icould  he  paid  by  Americans  but  the 
additional  gold  produced  under  the  stimulus  of 
the  bounty  icould  be  distributed  over  the  entire 
icorld. 

Under  the  proposed  plan  the  burden  of  the  tax 
would  fall  largely  upon  consumere  of  jewelry, 
and  of  gold  plate,  and  persons  having  dental 
work  done,  in  the  United  States,  but  the  alleged 
benefits  the  plan  would  confer  in  building  up 
gold  monetary  reserves  would  be  conferred  upon 
the  whole  world.  With  reference  to  the  proposed 
British  bounty  on  gold  production,  the  British 
Gold  Production  Report  said:  “We  think  it  es- 

sential to  preserve  a free  market  in  gold,  but 
tieariy  it  would  not  be  a business  proposition  to 
do  so  if  we  had  to  pay  £4 — 10s — 3d  for  an  ounce 
of  gold  in  order  to  export  it  at  £3— 17s— IQi/^d 
[the  amount  of  coin  that  can  be  minted  fr*om  an 
ounce  of  British  standard  gold].”  The  leading 
finanical  paper  of  London,  The  London  Economist, 
(Jan.  4,  1919,  p.  3),  refers  to  the  above  sentence 
as  the  “kernel”  of  the  Committee’s  Report. 
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IV.  A LET-ALONE  POLICY  RECOMMENDED. 

The  difficulties  so  far  as  they  are  real  that  the 
McFadden  Bill  seeks  to  remedy  are  at  present  be- 
ing remedied  by  our  already  rapidly  falling  price 
level,  in  other  words,  by  the  present  rapidly  rising 
value  of  gold.  Natural  economic  forces  will  prob-, 
ably  solve  the  problem  in  the  near  future  if  they 
are  left  unhampered  to  do  their  work. 

The  following  chart  sho\\'ing  the  movement  of 
wholesale  prices  in  the  United  States  since  the 
armistice,  according  to  thre(;  of  our  leading  index 
numbers,  namely  that  of  the  Bureau  of  Labor 
Statistics,  that  of  Bradstreet’s,  and  that  oif  the 
New  York  Federal  Reserve  Bank  for  twelve  basic 
important  commodities.  The  attached  chart  and 
table  are  compiled  from  figures  submited  by  the 
New  York  Federal  Reservi;  Bank,  revising  and 
bringing  up  to  date  the  chart  and  table  published 
by  it  on.  page  8 of  the  Monthly  Review  of  Credit 
and  Business  Conditions  of  November  30th,  1920. 


■ 


63 


f)4 

Between  November  1,  1920  and  January  1, 
1921,  the  Bradstreet  Index  Numbers  show  a fur- 
ther decline  of  19.2  per  cent,  and  betAveen  Novem- 
ber 1,  1920  and  December  1,  1920,  the  latest  date 
for  which  figures  are  available,  the  wholesale  price 
index  numbers  of  the  United  States  Bureau  of 
Labor  Statistics  showed  a further  decline  of  8.6 
per  cent. 

The  granting  of  a bounty  of  the  type  proposed 
might  be  easy,  but  the  subsequent  withdrawal  of 
such  a bounty  after  industry  had  become  ad- 
justed to  it  and  strong  vested  interests  had  been 
established  would  be  exceedingly  difficult.  IVhy 
venture  on  such  a dangerous  (x;onomic  experiment 
at  a time  when  powerful  natural  forces  are  oper- 
ating to  solve  the  problem  at  issue? 

EXHIBIT  0. 

Report  of  Gold  Gommittee  of  American 
Bankers  Association. 

To  the  Administrative  Committee,  American  Bank- 
ers Association. 

We,  the  undersigned  committee,  appointed  to 
consider  and  report  our  opinion  of  the  McFaddcm 
Bill,  submit  the  following  as  embodying  our  views : 

The  McFaddbn  Bill. 

The  McFadden  Bill,  so-called,  provides  for  a tax 
of  fifty  cents  per  pennyw’eight  of  fine  gold  for 
all  gold  manufactured,  used  or  sold  for  other  than 
coinage  or  monetary  purposes,  including  jewelry 
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and  other  purposes  of  ornamentation  and  den- 
tistry (with  some  exceptions  for  children  and 
charity  cases).  The  bill  provides  further  that 
out  of  the  funds  thus  collected  and  “any  other 
funds  in  the  Treasury  of  the  United  States  not 
used  for  specified  purposes”  there  shall  be  paid 
a bonus  to  the  producers  of  new  gold  in  the  United 
States  of  |10  per  fine  ounce  down  to  ]^Iay  1,  1925, 
and  that  thereafter  both  the  tax  and  the  premi- 
um shall  be  readjusted  annually  by  certain  Gov- 
ernment officers  in  accordance  with  the  commod- 
ity i)rice  index  number,  as  determined  by  the 
Bureau  of  Labor  Statistics.  The  tax  and  the 
premium  are  both  to  rise  or  fall  after  May  1, 
1925,  according  as  the  index  number  rises  or  falls. 
In  behalf  of  the  bill  it  is  argued  that  the  gen- 
eral increase  in  prices  and  wages  in  the  United 
States  has  raised  the  cost  of  gold  production, 
while  the  price  of  gold  is  fixed  at  $1  for  every 
23.22  grains  of  fine  gold;  that  as  a consequence 
of  the  fixed  price  and  rising  costs  the  profits  of 
gold  production  are  cut  and  the  mines  where  low 
grade  ore  is  worked  are  in  some  cases  being  forced 
to  close,  with  the  result  that  gold  production 
in  the  United  States,  which  stood  at  about  ?89,- 
000,000  in  1913,  was  cut  to  $58,488,000  in  1919— 
a reduction  of  around  |30,000,000 — whereas  the 
industrial  consumption  of  gold,  which  stood  at 
about  $45,000,000  in  1913,  increased  to  over  $80,- 
000,000  in  1919.  The  result  is  that  whereas  we 
had  a large  surplus  for  monetary  purposes  in 
1913,  we  were  obliged  to  draw  on  our  monetary 
stock  of  gold  for  industrial  purposes  in  1919  to 
the  extent  of  about  $22,000,000.  It  is  urged  that 
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tMs  consumption  of  gold  money  for  industrial 
purjK>ses,  cutting  into  our  gold  reserve,  consti- 
tutes a national  emergency,  and  that  a measure 
both  to  reduce  the  industrial  consumption  of  gold 
(by  taxation)  and  to  increase  the  production  of 
gold  (by  a bonus)  is  called  for.  It  is  further 
argued  that  if  relief  is  not  given  to  gold  miners 
by  some  such  measure  some  gold  mines  will  be 
abandoned  permanently,  particularly  the  deep 
mines  which  will  fill  with  water  and  other  mines 
where  timbering  will  deteriorate  to  such  an  ex- 
tent that  the  mines  will  become  unsafe  for  op- 
eration. 


Credit  Deflation  the  Curb. 


It  can  hardly  be  contended  that  the  loss  of 
122,000,000  of  gold  per  year  from  our  monetary 
stock  of  around  $3,000,000,000  constitutes  a na- 
tional emergency.  When  the  gold  embargo  was 
removed  the  United  States  had  the  largest  gold 
supply  of  any  country  in  the  world’s  history,  a 
supply  so  abnormally  great  that  every  banker 
and  economist  knew  that  it  could  not  be  per- 
manently held,  and  practically  all  students 
were  agreed  that  it  was  desirable  that  a substan- 
tial part  of  it  should  leave  the  country.  Its 
presence  made  possible  an  over-expansion  of  credit 
in  the  United  States  and  the  outflow  which  has 
since  taken  place  of  three  or  four  hundred  mil- 
as  actuall^i  maiie  our  situation  far  safer 
than  it  was,  by  imposing  a check  upon  credit 
expansion.  The  best  banking  opinion  of  the  coun- 
try looks  forward  to  a progressive  and  far-reach- 
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ing  contraction  of  our  credit  fabric  and  regards 
it  as  the  only  alternative  to  such  a disastrous 
disruption  of  the  credit  system  as  Japan  has  re- 
cently seen.  The  proper  course  to  take  is  not 
by  artificial  methods  to  seek  to  expand  the  gold 
basis  of  our  credit  system,  but  rather  to  contract 
the  superstructure  of  credit  to  a point  w^here  it 
can  be  safely  maintained  under  conditions  of  a 
normal  distribution  of  the  world’s  gold  supply. 
The  problem  of  gold  production  is  an  international 
and  not  a national  problem.  Our  national  stock 
of  gold  is  dependent,  not  upon  the  difference  be- 
tween gold  production  and  gold  consumption  in 
the  United  States,  amounting  to  a few  tens  of 
millions,  but  rather  upon  the  world-wide  con- 
sumption and  production  of  gold,  and  upon  the 
course  of  international  trade.  If  at  any  time 
the  banking  situation  calls  for  more  gold  in  the 
United  States,  we  can  purchase  it  in  the  interna- 
tional gold  markets  far  more  cheaply  than  we 
can  obtain  it  by  the  doubtful  method  of  an  ex- 
pensive bonus  on  new  gold  produced  in  the  United 
States,  w'hich  could  at  best  make  a difference 
of  only  two  or  three  tens  of  millions  per  annum. 
Gold  imjwrts  and  exports  of  the  United  States 
in  the  first  four  months  of  1920,  running  between 
two  and  three  hundred  million  dollars,  were  far 
more  significant  than  any  difference  that  could 
be  made  by  the  gold  bonus  plan  in  our  stock  of 
gold  would  amount  to  in  several  years. 

The  increased  industrial  consumption  of  gold, 
following  the  armistice,  was  partly  temporary,  a 
phenomenon  growing  out  of  the  relaxation  of  war- 
time economies.  Our  people,  who  had  repressed 
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their  desire  for  luxuries  during  the  war,  turned 
suddenly  extravagant  and  bought  jewelry  of  all 
kinds  lavishly.  This  tendency  may  be  undesirable, 
and  ])i‘obabiy  is.  Extravagance  of  all  kinds  should 
be  suppressed.  The  policy  of  a general  tax  on 
luxuries  may  be  commended,  and  a tax  on  jewelry, 
as  part  of  such  a general  bix,  may  well  be  ad- 
visable, but  a differential  tax  on  gold  as  a raw 
material  of  production  is  a different  matter,  and 
one  which  no  national  emergency  calls  for. 

The  essential  elements  of  the  gold  standard  are : 
(1)  the  instant  convertibility  of  all  forms  of  rep- 
resentative money  in  gold  on  <lemand,-  (2)  the  free 
coinage  of  gold  bullion;  (3)  the  unrestricted  melt- 
ing down  of  gold  coin  into  bullion;  (4)  the  unin- 
terrupted flow  of  gold  from  money  into  the  arts, 
and  the  uninterrupted  flow  of  gold  from  the  arts 
into  money;  (5)  the  free  export  and  import  of 
gold.  A tax  of  this  kind,  interfering  with  the 
free  flow  of  gold  into  the  arts,  thus  violates  one 
of  the  basic  elements  of  the  gold  standard. 

From  the  outbreak  of  the  great  war  in  Europe 
our  industrial  system  has  betm  under  an  increas- 
ing strain.  Our  markets  have  been  drained  in- 
creasingly of  goods  and  supplies  for  Europe.  The 
one-sided  flow  of  commodities  to  Europe  has  been 
financed  from  the  beginning,  in  considerable  part, 
by  expanding  bank  credit  in  the  United  States; 
the  resultant  shortages  of  goods,  together  with 
expanding  bank  credit,  have  raised  prices  high, 
and  as  a consequence  costs  of  production  of  all 
kinds  have  risen.  These  conditions  were  intesi- 
fied  by  our  own  entry  into  the  war.  Our  Govern- 
ment spent  many  billions  of  dollars,  raised  by 
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taxes,  bond  issues  and  borrowings  from  the  banks, 
resultjng  in  increased  shortages  of  goods,  and  in- 
creased prices,  which  increased  the  strain  on  our 
industrial  system.  During  the  war  four  or  five 
million  able-bodied  men  were  withdrawn  from  the 
ranks  of  industry  and  entered  the  military  and 
naval  service  of  the  United  States,  while  many 
more  millions  were  diverted  from  the  production 
of  ordinary  goods  to  the  production  of  war-time 
materials  and  supplies.  A labor  shortage  neces- 
sarily resulted,  with  a material  increase  in  wages. 

W^hile  some  industries,  owing  to  the  rise  in  war- 
time prices,  have  made  very  large  profits,  many 
others  have  suffered.  Among  these  were  the  gold 
mines  producing  low-grade  ore.  A number  of 
these,  because  of  the  increased  cost  of  production 
and  labor  shortage,  were  obliged  to  suspend.  This 
was  true,  however,  of  copper  and  iron  as  well  as 
gold.  The  well-known  Treadwell  mine,  possessing 
a large  volume  of  low-grade  ore,  was  obliged  to 
suspend.  Others  very  likely  suspended  production 
from  the  same  cause.  Some  continued,  hoping  for 
a change  in  conditions.  But  gold  miners  are  not 
the  only  ones  who  have  suffered.  Traction  com- 
panies, for  example,  having  a stipulated  fare, 
usually  a nickel,  have  suffered  severely.  The  dif- 
frent  states  have  refused  to  make  it  possible  for 
the  ti’action  companies  to  earn  expenses  by  al- 
lowing them  increased  compensation  for  their  serv- 
ice, somewhat  in  proportion  to  the  general  ad- 
vance in  costs.  The  steam  railways  have  a just 
claim  upon  the  public  for  increased  compensation 
in  order  to  enable  them  to  maintain  efficiency  and 
to  render  the  public  good  service.  Universities 
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and  diaritable  institutions,  witb  incomo  derived 
largely  from  bonds,  have  found  themseh^es  in 
many  cases  in  desperate  plight  as  a consequence 
of  the  rise  in  prices,  with  no  increase  in  income. 
Widows  and  orphans,  trust  funds,  public  officers, 
and  in  general  all  recipients  of  fixed  incomes, 
have  suffered. 

A large  body  of  other  industries  whose  costs 
have  risen  faster  than  their  prices  have  similarly 
suflfered. 

Recognizing  that  no  national  emergency  exists 
calling  for  special  treatment  of  the  gold  mining 
industry,  it  is  difficult  to  make  a case  for  singling 
out  the  gold  mining  industry  for  special  relief 
from  the  Government.  That  it  has  suffered  is  un- 
fortunate, but  it  is  one  of  the  costs  of  the  war. 
It  is  one  among  a large  class  of  those  which  the 
war  has  injured. 

Gold  mining,  however,  though  suffering  under 
present  con<iitions,  enjoys  a peculiar  advantage 
W'hich  few  other  industries  enjoy.  As  a conse- 
quence of  the  fact  that  gold  is  the  standard  of 
value,  the  price  of  gold  in  terms  of  gold  money 
is  necessarily  fixed.  The  demand  for  gold,  how- 
ever, is  always  unlimited.  The  gold  miner  can 
always  sell  at  a fixed  price  as  much  gold  as  he  can 
possibly  produce.  He  finds  his  costs  rising  in 
periods  of  boom  and  prosperity,  and  he  suffers 
as  a consetprence.  On  the  other  hand,  periods  of 
adversity,  depression  and  falling  prices  bring  to 
the  gold  miner,  as  to  no  one  else,  increased  profits. 
He  has  an  unlimited  market  in  the  worst  depres- 
sion, and  the  more  severe  the  depression  the  lower 
his  costs  of  production  tend  to  be.  He  is  at  pres- 


ent suffering  in  an  intensified  form  from  the  up- 
swing of  prices  and  costs.  He  has  in  the  past, 
however,  enjoyed  periods  of  prosperity  when  the 
rest  of  the  community  was  suffering,  and  in  the 
natural  course  of  things  he  may  look  forward  to 
the  recurrence  of  similar  situations. 

In  reality,  the  propaganda  in  favor  of  doing 
something  for  gold  is  exactly  on  a par  with 
the  propaganda  in  favor  of  doing  something  for 
silver,  about  which  we  heard,  so  much  a generation 
ago.  It  has  no  more  stable  foundation  than  did 
the  silver  propaganda.  There  is  nothing  to  justify 
Government  interference  in  behalf  of  this  indus- 
try, or  to  justify  a Government  bounty  upon  the 
production  of  virgin  gold.  Per  contra,  there  is 
very  much  to  be  said  against  such  action  on  the 
part  of  the  Government. 


Augdmfnts  Against  Bonus. 

We  may  pass  briefly  over  the  difficulties  of  ad- 
ministration of  such  an  act;  the  danger  that 
frauds  w’ould  be  practiced  upon  the  Government; 
the  difficulty  of  distinguishing  virgin  from  old 
gold  melted  down.  Gold  which  differs  from  other 
gold  merely  in  having  a special  history,  and  which, 
by  virtue  of  that  special  history  rather  than  its 
intrinsic  qualities,  commands  a high  premium,  pre- 
sents an  anomaly  inconsistent  with  the  normal 
functioning  of  a free  gold  market  and  the  normal 
functioning  of  the  gold  standard.  The  temptation 
to  manufacture  history  instead  of  mining  gold 
would  be  very  great. 

Again,  the  provisions  in  the  McFadden  Bill 
introducing  the  index  number  of  commodity  prices 
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as  a basis  for  fixing  the  rale  of  taxes  on  gold  man- 
ufacture and  of  premium  on  gold  mining  consti- 
tutes an  opening  wedge  for  the  general  introduc- 
tion of  the  index  number  as  a standard  of  value 
in  the  United  States  in  accordance  with  Professor 
Irving  Fisher’s  plan  for  “Stabilizing  the  Dollar,” 
It  is  beyond  the  province  of  this  paper  to  deal 
Avith  that  plan  in  extenso.  Your  committee  be- 
lieves in  the  gold  standard  and  does  not  believe 
in  tampering  with  it  or  interfering  with  it  in  the 
present  critical  condition  of  the  world’s  monetary 
affairs.  There  is,  moreover,  another  committee  of 
the  American  Bankers  Association,  which  is  to 
make  a detailed  report  upon  the  project.  We  shall 
content  ourselves,  for  the  present,  with  pointing 
out  that  if  this  index  number  standard  is  to  be 
adopted  it  should  be  considered  on  its  own  merits 
and  not  introduced  “by  the  back  door”  as  a feature 
of  the  McFadden  Bill. 

Danger  to  Gtou)  Standard. 

The  greatest  objection  of  all,  however,  lies  in 
the  danger  which  this  measure  would  involve  the 
gold  standard  itself.  Nearly  all  of  the  European 
states  are  on  a paper  basis.  Only  a few  of  the 
smaller  countries  of  Europe  are  even  approximate- 
ly maintaining  the  gold  standard.  The  United 
States,  par  excellence,  and  Japan  as  well,  stand 
out  conspicuously  as  nations  maintaining  the  gold 
standard.  All  the  world  l)elieves  that  our  dollars 
are  as  good  as  gold.  All  the  other  nations  of 
the  world  are  struggling  and  hoping  to  get  back 
to  the  gold  standard.  We  enjoy  a proud  pre-emi- 


nence in  this  respect,  and  it  should  be  zealously 
guarded  and  maintained.  The  belief  which  obtains 
in  the  woirld  today  that  our  dollars  are  as  good 
as  gold  must  be  maintained.  The  whole  world 
must  be  convinced  that  money  can  be  deposited 
in  this  country  at  any  time  and  withdrawn  at  any 
time  in  any  form  which  the  depositor  may  elect. 

Offering  to  pay  a premium  for  the  production 
of  gold  in  this  country,  instead  of  strengthening 
our  position  would  weaken  it.  Instead  of  assur- 
ing the  world  that  the  gold  standard  would  be 
maintained  by  the  United  States,  it  would  raise 
a doubt.  Public  sentiment  throughout  the  world 
would  at  once  assume  that  our  position  is  weak, 
that  we  are  in  danger  of  going  on  a paper  basis, 
and  that  it  is  in  order  to  guard  against  this,  we 
regard  it  as  expedient  to  pay  a premium  on  the 
production  of  gold.  Great  Britain,  with  far 
greater  diflculties  than  we  are  facing,  has  reso- 
lutely refused  to  do  anything  of  the  sort  in  reply 
to  the  petition  of  her  South  African  gold  miners. 
Unable  to  maintain  the  gold  standard  in  its  integ- 
rity, she  has  frankly  permitted  an  open  gold  mar- 
ket in  which  the  depreciation  of  her  paper  money 
could  be  measured.  The  so-called  “premium”  on 
gold  in  London  represents  not  a real  premium  on 
gold  bullion  in  standard  gold  coin,  but  rather 
merely  a “discount”  on  British  paper  money. 
Action  of  the  kind  proposed  by  the  United  States 
would  be  a red  flag  to  the  commercial  world.  The 
passage  of  the  McFadden  Bill,  instead  of  strength- 
ening confidence  in  the  position  of  the  United 
States  would  weaken  it.  It  would  be  considered 
as  a confession  of  weakness.  The  McFadden  Bill 
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should  be  opposed  by  every  well-wisher  of  this 
country’s  credit  and  commercial  and  financial 
prosperity. 

The  present  situation  of  high  costs  of  produc- 
tion is  abnormal  and  temporary.  When  our  wholly 
abnormal  balance  of  'trade  is  reduced,  leaving  three 
or  four  hundred  million  dollars  worth  of  goods 
per  month  for  our  domestic  markets  to  absorb, 
wliich  they  have  not  been  absorbing;  when  labor 
gets  over  its  illusion  that  prosperity  can  be  main- 
fiiined  by  the  shortening  of  hours  and  by  reduced 
efficiency,  accompanied  by  higher  wages ; and  when 
tlie  strain  in  our  money  market  is  relaxed  through 
reduced  extravagance  and  increased  savings  on 
the  part  of  onr  peoph*,  and  their  Government, 
most  of  the  present  derangements  in  our  industrial 
system  will  disappear. 

Increase  of  gold  mining  will  return  with  nor- 
mal conditions.  It  must  not  be  forgotten,  how- 
ever, that  part  of  the  automatic  working  of  the 
gold  standard  depends  upon  an  inc  lease  in  gold 
production  when  prices  are  low  and  upon  a de- 
crease in  gold  prodnction  when  prices  are  high. 
Increased  gold  production  in  a period  of  low  prices 
and  low  costs  makes  it  easier  for  prices  to  rise 
again,  while  diminished  gold  production  in  periods 
of  high  prices  and  high  costs  tends  to  reduce 
prices  and  costs  again. 

Moreover,  the  industrial  consumption  of  gold 
tends  to  increase  in  a p(‘riod  of  high  prices,  since 
the  price  of  gold  does  not  rise  as  other  prices 
rise,  while  in  a period  of  low  prices  the  prices 
of  gold  manufactures  are  relatively  high,  and  pur- 
chases of  gold  manufactures  consequently  tend 
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to  diminish.  Variations  in  the  consumption  of 
gold  thus  also  work  toward  diminishing  the  sup- 
ply of  free  gold  when  prices  are  too  high,  and 
toward  increasing  the  supply^  when  prices  are  too 
low,  thus  tending  to  correct  both  the  rise  and 
the  fall  of  prices.  In  this  feature  of  gold  pro- 
duction and  consumption  we  have  one  of  the  sta- 
bilizing factors  in  the  gold  standard.  The  Mc- 
Fadden  Bill  proposes  to  strike  at  this  automatic 
regulator  and  corrective.  It  would  aggravate  the 
very  conditions  which  it  seeks  to  remedy. 


Respectfully  submitted. 


(Signed) 

(Signed) 

(Signed) 


Gejo.  M.  Reynolds, 

Chairman 

Lawrence  E.  Sands, 
A.  Barton  Hepburn. 
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EXHIBIT  7. 

Opinion  of  Messrs.  Greenbanm,  Wolff  & 
Ernst  as  to  Constitutionality  of 
the  McFadclen  Bill. 

February  1, 1921. 

Jewelers’  Vigilance  Committee,  Inc. 

Attention  of  Special  C!ommittee  on  Gold. 
Gentlemen : 

Pursuant  to  your  request,  we  have  considered 
the  constitutionality  of  the  McFadden  Bill  and 
beg  to  submit  herewith  our  opinion  in  reference 
thereto. 

This  Bill  not  only  proposes  to  give  a subsidy 
of  |10  for  every  ounce  of  gold  mined,  but  also 
provides  for  the  collection  of  a tax  amounting  to 
approximately  50%  upon  “all  gold  manufactured, 
used,  or  sold”  for  other  than  monetary  purposes, 
irrespective  of  the  time  when  the  gold  was  mined. 
The  Bill  raises  two  very’  serious  constitutional 
questions : first,  as  to  the  validity  of  the  subsidy, 
and,  second,  as  to  the  validity  of  the  tax. 

The  earliest  subsidy  h'gislation  was  that  in 
favor  of  deep-sea  fishermen,  during  the  years 
1792-1807.  These  bounties  were  the  storm  center 
of  political  differences  of  opinion  and  whereas 
their  constitutionality  was  never  passed  upon  by 
the  courts,  their  repeal  was  necessitated  by  the 
public  opinion  aroused  against  the  payment  of 
any  subsidy  by  the  government  for  the  encourage- 
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ment  or  enrichment  of  a private  industry.  In 
1890,  Congress  passed  the  McKinley  Bill,  pro- 
viding for  the  payment  of  a sugar  subsidy  (26 
Stat.  583,  Par.  231).  This  law  was  considered 
by  the  United  States  Supreme  Court  in  Field  v. 
Clarke,  143  U.  S.  649.  The  Court  said,  at  page 
695:  “It  would  be  difficult  to  suggest  a question 
of  larger  importance  or  one  the  decision  of  which 
would  be  more  far-reaching.”  It  did  not  decide 
the  constitutionality,  however,  since  it  held  that 
in  the  particular  case  before  it  the  issue  could  be 
determined  without  such  decision. 

Again  in  United  States  v.  Realty  Co.,  163  U.  S. 
427,  the  McKinley  Law  came  before  the  United 
States  Supreme  Court.  In  this  case,  too,  the 
Court  found  that  it  could  dispose  of  the  issues 
without  determining  the  constitutionality  of  the 
law.  It  referred  to  the  importance  of  the  consti- 
tutional question  and  Mr.  Justice  Peckham  said 
at  page  433:  “The  question  is  one  of  the  very 
gravest  character.” 

In  Miles  Planting  Co.  v.  Carlisle,  5 App.  Cas. 
138,  the  Supreme  Court  of  the  District  of  Co- 
lumbia squarely  held  that  the  McKinley  Law  was 
unconstitutional.  This  is  the  highest  court  that 
passed  upon  this  act  and  the  opinion  of  the  court 
contains  a carefully  considered  and  ably  reasoned 
argument  conclusively  establishing  the  unconsti- 
tutionality of  subsidy  legislation. 

The  feeling  against  the  sugar  subsidy  was  so 
strong  that  it  was  repealed  in  1894  (28  Stat. 
509).  This  feeling  is  based  upon  the  American 
abhorrence  of  any  plan  involving  the  payment  of 
public  funds  to  private  indi^iduals  for  private 


1/ 


78 


purposes.  It  was  this  same  feeling  which  aroused 
such  a storm  of  disapproval  in  1902  against  the 
proposed  ship  subsidy  legislation  and  prevented 
its  passage.  This  sentiment  against  bounties  is 
founded  upon  the  fact  that  all  bounties,  no  mat- 
ter under  Avhat  name  they  are  enacted,  violate 
the  cai-dinal  principle  that  taxation  can  only  be 
for  a public  purpose  and  that  the  proceeds  of 
tiixation  may  only  be  devoted  to  public  purposes. 
While  it  is,  of  course,  recognized  that  certain 
payments  may  be  made  b}'  the  govermnent  for  the 
faithful  performance  of  a public  duty  in  danger- 
ous circumstances,  and  rewards  paid  for  the 
destruction  of  animals,  eti;.,  nevertheless,  all  boun- 
ties payable  to  private  industries  are  subject  to 
condemnation  and,  it  is  submitted,  unconstitu- 
tional. Such  is  the  legislation  proposed  in  the 
McFadden  Bill. 

In.  the  Carlisle  case  {supra)  the  court  pointed 
out  that  since  the  case  of  Calder  v.  Bull,  3 Dali. 
38G,  decided  by  the  United  States  Supreme  Court 
in.  1789,  the  proposition  was  well  settled  and 
unq^uestioned  that  ‘‘a  law  that  takes  property 
from  A.  and  gives  it  to  B”  is  in  direct  conflict 
■ttdth  the  spirit  of  our  laws,  both  State  and  Fed- 
eral, and  cited  many  decisions  of  the  Supreme 
Court  since  that  date  sustaining  this  decision. 

In  Gray  on  Limitations  on  Taxing  Power,  the 
learned  author  says,  at  page  169:  “No  principle 
of  law  is  better  established  than  this:  Taxes  can 
only  be  laid  for  public  purposes;  and  that  a tax 
laid  for  a private  purpose  or  to  bestow  some  pri- 
vate benefit  upon  some  individual  or  individuals 
is  void,  regardless  of  the  absence  of  express  con- 
stitutional prohibition.” 
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In  the  case  of  an  act  of  Congress,  it  seems 
clear  that  bounty  legislation  directly  violates  sec- 
tion 8 of  Article  I of  the  Constitution,  which 
gives  Congress  the  right  “To  lay  and  collect  taxes, 
duties,  imposts  and  excises ; to  pay  the  debts  and 
provide  for  the  common  defense  and  general  wel- 
fare of  the  United  States.”  The  only  possible 
theory  upon  which  the  proposed  legislation  can  be 
constitutionally  upheld  is  that  the  purpose  is  for 
the  “general  welfare  of  the  United  States.”  The 
proponents  of  the  McFadden  Bill,  therefore,  seek 
to  uphold  the  subsidy  on  the  alleged  ground  of 
an  indirect  public  benefit.  The  fact  that  it  may 
result  in  an  indirect  public  benefit  does  not  re- 
lieve it  of  its  objectionableness  and  unconstitu- 
tionality. The  same  question  was  considered  by 
the  United  States  Supreme  Court  in  Loan  Asso- 
ciation V.  Topeka,  20  Wall.  655.  There  the  Court 
poiated  out  that  in  every  case  the  aiding  of  a 
business  indirectly  resulted  in  a public  benefit. 
It  held  nevertheless  that  this  did  not  authorize  a 
subsidy,  saying,  at  page  665:  “No  line  can  be 
dravTi  in  favor  of  the  manufacturer  which  would 
not  open  the  coffers  of  the  public  treasury  to  the 
importunities  of  two-thirds  of  the  busines  men 
of  the  city  or  town.”  In  Central  Branch  U.  P. 
liailroad  Co.  v.  Smith,  23  Kan.  533,  Mr.  Justice 
Brewer,  then  a member  of  the  Supreme  Court  of 
Kansas,  said:  “Public  aid  to  private  purposes 
cannot  be  secured  by  yoking  them  to  a public 
purpose.  And  whwe  the  public  and  private  pur- 
poses are  attempted  to  be  aided  by  a single  con- 
cession, the  latter  vitiate  rather  than  the  former 
uphold,  the  grant.”  The  same  result  was  reached 
in  Lowell  v.  Boston,  111  Mass.  454. 
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In  determining  whether  or  not  a tax  is  for  a 
public  purpose,  the  test  is  as  to  what  disposition 
is  to  be  made  of  the  proceeds  of  the  tax.  If  the 
proceeds  are  to  go  for  the  purposes  of  the  gov- 
ernment or  any  of  its  agencies,  there  is  a public 
purpose,  but  if  it  is  to  go  for  other  uses,  it  is  not 
a public  purpose.  (Gray  on  Limitation  of  Taxing 
Powers,  172).  In  the  present  case,  the  McFadden 
Bill  provides  that  the  tax  “shall  be  used  and 
paid  out”  to  gold  miners,  etc.  (section  3).  If 
the  plea  of  the  advocates  of  this  Bill  is  upheld, 
Congress  will  be  flooded  with  requests  for  similar 
benefactions  on  behalf  of  countless  other  indus- 
tries. This  was  foreseen  by  the  Court  in  the  Car- 
lisle case  {supra),  -where  it  said,  at  page  159:  “If 
it  may  be  for  the  ‘general  welfare  of  the  United 
States’  to  encourage  the  production  of  sugar  by 
the  grant  of  a bounty,  it  is  hard  to  conceive  why 
the  producers  of  corn,  wheat,  cotton,  -wool,  coal, 
iron,  silver  ore,  etc.,  might  not  be  paid  a bounty 
also.”  What  the  Court  feared  in  that  case  is  ex- 
actly what  is  happening  here  in  this  attempt  to 
obtain  government  assistance  for  an  industry  un- 
der the  guise  of  aiding  the  “general  welfare  of  the 
United  States.” 

The  McFadden  Bill  conbiins  another  feature 
which  was  absent  from  the  acts  under  considera- 
tion in  the  cases  referred  to  above.  This  is  the 
provision  that  the  bounty  is  to  be  paid  to  the 
gold  miners  from  a tax  levi(‘d  upon  other  indus- 
tries. This  flies  in  the  face  of  all  principles  of 
taxation  and  makes  one  industry  support  another. 
The  following  quotation  from  Loan  Association  v. 
Topeka  {supra)  is  peculiarly  applicable.  In  that 
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case  the  Court  said  at  page  664:  “To  lay  with 
one  hand  the  power  of  the  government  on  the 
property  of  the  citizen,  and  with  the  other  to 
bestow  it  upon  favored  individuals  to  aid  private 
enterprise  and  build  up  private  fortunes,  is  none 
the  less  a robbery  because  it  is  done  under  the 
forms  of  law  and  is  called  taxation.  This  is  not 
legislation.  It  is  a decree  under  legislative  forms.’* 
The  point  involved  is  ably  discussed  by  that  emi- 
nent jurist  Mr.  Justice  Cooley  in  the  case  of 
People  V.  Township  Board  of  Salem,  20  Mich.  452, 
at  page  486,  quoted  with  approval  in  Michigan 
Sugar  Co.  v.  Dix,  124  Mich.  674. 

Judge  Cooley  said: 

“But  it  is  not  in  the  power  of  the  State,  in 
my  opinion,  under  the  name  of  a bounty,  or 
under  any  other  cover  or  subterfuge,  to  fur- 
nish the  capital  to  set  private  parties  up  in 
any  kind  of  business,  or  to  subsidize  their 
business  after  they  have  entered  upon  it.  A 
bounty  law,  of  which  this  is  the  real  nature, 
is  void,  whatever  may  be  the  pretense  on 
which  it  may  be  enacted.  The  right  to  hold 
out  pecuniary  inducements  to  the  faithful 
performance  of  public  duty  in  dangerous  or 
responsible  positions  stands  upon  a different 
footing  altogether.  Nor  have  I any  occasion 
to  question  the  right  to  pay  rewards  for  the 
destruction  of  wild  beasts  and  other  public 
pests;  a provision  of  this  character  being  a 
mere  police  regulation.  But  the  discrimina- 
tion by  the  State  between  different  classes  of 
occupations,  and  the  favoring  of  one  at  the 
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j expense  of  the  rest,  whether  that  one  be  farm- 

j ing  or  banking,  merchandising  or  milling, 

j printing  or  railroading,  is  not  legitimate  leg- 

islation, and  is  an  in^'asion  of  that  equality 
of  right  and  privilege  which  is  a maxim  in 
State  government.  T\Tien  the  door  is  once 
, Opened*  to  it,  there  is  no  line  at  which  we  can 

j stop,  and  say  with  confidence  that  thus  far 

,l  we  May  go  with  safety  and  propriety,  but  no 

'I  farther.  Every  honest  employment  is  hon- 

orable; it  is  beneficial  to  the  public;  it  de- 
i:  serv'es  encouragement.  The  more  successful 

I we  can  make  it,  the  more  does  it  generally 

' subserve  the  public  good.  But  it  is  not  the 

business  of  the  State  to  make  discriminations 
in  favor  of  one  class  against  another,  or  in 
favor  of  one  employment  against  another. 
The  State  can  have  no  favorites.  Its  business 
is  to  protect  the  industry  of  all,  and  to  give 
all  the  benefit  of  equal  laws.  It  cannot  com- 
pel an  unvdlliUg  minority  to  submit  to  taxa- 
tion in  order  that  it  may  keep  upon  its  feet 
any  business  that  cannot  stand  alone.  More- 
over, it  is  not  a weak  interest  only  that  can 
give  plausible  reasons  for  public  aid.  When 
the  State  once  enters  upon  the  business  of 
subsidies,  we  shall  not  fail  to  discover  that 
the  strong  and  powerful  interests  are  those 
most  likely  to  control  legislation,  and  that 
the  weaker  will  be  taxed  to  enhance  the  prof- 
its of  the  stronger.” 

The  doUrts  have  consistently  followed  this  rea- 
soning and  held  such  legislation  unconstitutional. 
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Legislators  cannot  make  taxation,  fog  a.  private 
purpose  become  taxation  for  a public  purpose 
merely  by  so^  declaring  it.  Nor,  can  they  make  a 
bounty,  anything  other  than^  a bounty,  merely  by 
calling  it  a “premium.” 

See 

Dodge  v.  Township  of  Mission,  107  Fed. 
827. 

East  Saginaw  Sugar  Mfg.  Co.  v.  State 
Auditors,  9 Mich.  326. 

Lowell  V.  Boston,  supra. 

Clee  V.  Sander,  74  Mich.  692. 

McConnell  v.  Ham,  16  Kan.  228. 

In  re  Page,  60  Kan,  842, 

In  re  Stanfords  Estate,  126  Cal,  112. 

Deal  V.  Miss.,  107  Mo.  464. 

People  V.  Salem  Township  Board,  supra. 

Whiting  v.  Sheboygan,  25  Wis.  167. 

Commercial  National  Bank  v.  lola,  2 Dill. 

353. 

Mackenzie  v.  Wooly,  39  La.  Ann.  844. 

The  foregoing  shows  conclusively  that  the  courts 
condemn  any  subsidy  providing  for  the  payment 
to  a private  individual  or  individuals  of  public 
funds.  This  is  because  the  fundamental  principle 
of  taxation  is  that  it  should  be  imposed  only  for 
public  pui-poses  (Cooley  on  Taxation,  Section  67). 
Therefore,  subsidies  to  encourage  special  indus- 
tries such  as  the  growth  of  beet  sugar,  syrup,  the 
manufacture  of  cotton  compressors,  etc.,  have  been 
held  invalid.  These  cannot  be  sustained  on  the 
ground  that  an  indirect  public  purpose  may  re- 
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suit.  The  present  Bill  clearly  violates  the  prin- 
ciple laid  down  in  the  foregoing  and  is  further 
objectionable  in  that  it  attempts  to  compel  one 
class  of  citizens  to  pay  a tax  not  for  a public 
purpose,  but  for  the  support  of  another  group. 

In  answer  to  your  inquiry",  therefore,  we  beg 
to  state  that,  in  our  opinion,  the  McFadden  Bill 
violates  the  cardinal  principles  of  taxation  and 
conflicts  with  the  Constitution,  both  in  spirit  and 
letter. 

Very  truly  yours, 

Greenbaum,  Wolff  & Ernst. 


